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CONSENT DECREE PROGRAM OF THE DEPARTMENT 
OF JUSTICE 


THURSDAY, APRIL 17, 1958 


Hovuss or REPRESENTATIVES, 
ANTITRUST SUBCOMMITTEE OF THE 
COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 2:30 p. m., in room 
346, Old House Office Building, Hon. Emanuel Celler (chairman) 
presiding. 

Present: Representatives Celler, Rodino, Rogers, Keating, and Mc- 
Culloch. 

Also present: Herbert N. Maletz, chief counsel, Kenneth R. 
Harkins, cocounsel, and Milton Eisenberg, associate counsel. 

The CuHarrmMan. The hearing will come to order. We will continue 
with Mr. Horace P. Moulton and also Mr. H. S. Dumas, former 
executive vice president of the American Telephone & Telegraph Co. 


TESTIMONY OF H. S. DUMAS, FORMER EXECUTIVE VICE PRESI- 
DENT, AMERICAN TELEPHONE & TELEGRAPH CO. ; ACCOMPANIED 
BY HORACE P. MOULTON, VICE PRESIDENT AND GENERAL COUN- 
SEL, AMERICAN TELEPHONE & TELEGRAPH CO., AND HUGH B. 
COX, COUNSEL, AMERICAN TELEPHONE & TELEGRAPH CO. 


The CuatrmMan. Will you state your name, address, and affiliation 
for the reporter? 

Mr. Dumas. My name is H. 8S. Dumas. I am retired as an execu- 
tive vice president of A. T. & T. Co. I live in Atlanta,Ga. My only 
occupation at the present time is running a farm in Georgia. 

The Cuarrman. I don’t know whether I can sympathize with you 
having a farm now or not. Are you getting price supports? 

Mr. Dumas. Right now it is pretty tough. We raise cattle largely, 
Mr. Chairman. I don’t think there are any price supports on that. 

The Cuatrman. I wish you good fortune. 

Mr. Dumas. I hope present prices last until the fall of the year. 

Mr. Maerz. Mr. Dumas, in April of 1954 were you executive vice 
president and a director of the A. T. & T. ? 

Mr. Dumas. In April 1954? 

Mr. Maerz. Yes, sir. 

Mr. Dumas. Yes; indeed. 

Mr. Maerz. During what period were you executive vice president 
of the A. T. & T.? 
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Mr. Dumas. I became executive vice president in July 1951, and I 
was executive vice president until I retired at the end of June 1956. 

Mr. Marerz. Are youan attorney ? 

Mr. Dumas. No. 

Mr. Maerz. Was it one of your responsibilities as executive vice 
president of A. T. & T. to be in overall charge of the A. T. & T. anti- 
trust litigation for the defendants ? 

Mr. Dumas. It developed to be my duty; yes. 

Mr. Maerz. Did it come to your attention that Mr. T. Brooke Price, 
the then vice president and general counsel of A. T. & T., had a meet- 
ing on June 27, 1953, at White Sulphur Springs, with Mr. Brownell 
in respect to this case / 

Mr. Dumas. Yes. 

Mr. Marerz. When did this come to your attention / 

Mr. Dumas. I think he told me about it as soon as he returned from 
the judicial conference. 

Mr. Maerz. Did you, subsequently, ask Mr. Price to prepare a mem- 
orandum summarizing the nature of the conference he had with the 
Attorney General at White Sulphur Springs / 

Mr. Dumas. I don’t believe that I did, sir. 

Mr. Maerz. Do you recall that such a memorandum of the meet- 
ing was prepared by Mr. Price? 

Mr. Dumas. I have seen it since these proceedings started. I have 
no recollection of having seen it before then. 

Mr. Maerz. Did you, prior to April 16, 1954, have any meeting 
with Mr. Brownell in respect to this case ¢ 

Mr. Dumas. Oh, yes. I had a meeting with Mr. Brownell in April 
1953. 

Mr. Maerz. Do you know what date in 1953 you had the meeting / 

Mr. Dumas. Lamsorry. I can’t place the exact date. 

Mr. Maerz. Was it the middle of April ? 

Mr. Dumas. I would think so; yes. 

Mr. Maerz. Did you know Mr. Brownell ? 

Mr. Dumas. No; I did not, before that time. 

Mr. Maerz. Did you arrange the appointment directly with him ? 

Mr. Dumas. No. I arranged it through Mr. Bayard Pope. 

Mr. Maretz. Who? 

Mr. Dumas. Mr. Bayard Pope. 

Mr. Maerz. Who is he? 

Mr. Dumas. He was at that time the chairman of the board of the 
Marine Midland Corp. and, also, a director of the New York Telephone 
Co. 

The CuatrMan. That is [spelling] P-o-p-e? 

Mr. Dumas. Yes. [Spelling] B-a-y-a-r-d Pope. 

Mr. Maerz. Mr. Pope arranged a meeting between you and Mr. 
Brownell; is that right ? 

Mr. Dumas. Yes. 

Mr. Maerz. Where was this meeting ? 

Mr. Dumas. It was here in Washington at the Statler Hotel. 

Mr. Matetz. At the Statler Hotel ’ 

Mr. Dumas. Yes, sir. 

Mr. Matetz. Was it in your room at the Statler / 

Mr. Dvmas. It was Mr. Pope’s room. 
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Mr. Maerz. Mr. Pope was there / 

Mr. Dumas. Yes, sir. 

Mr. Maerz. How is it that you went to Mr. Pope to ask him to 
arrange a meeting with Mr. Brownell ? 

Mr. Dumas. I knew that Mr. Pope knew Mr. Brownell, and I did 
not, and I asked him to introduce me to him, to Mr. Brownell. 

Mr. Maerz. The meeting in April 1953 was in Mr. Pope’s room at 
the Statler Hotel ? 

Mr. Dumas. At lunch. 

Mr. Marerz. You had lunch in the room ? 

Mr. Dumas. That is right. 

Mr. Materz. And about how long did this meeting take place? 

Mr. Dumas. A little over an hour, I would say. 

Mr. Maerz. Was Mr. Pope present throughout the meeting? 

Mr. Dumas. Yes, indeed. 

Mr. Maerz. What was discussed in the course of the meeting ? 

Mr. Dumas. Would you like for me to give you sort of a summary 
of what was said ? 

Mr. Maerz. Yes, please, if you will. 

Mr. Dumas. I told Mr. Brownell that we were deeply concerned 
about the effect of the antitrust suit on the quality and the cost of 
service. I expressed an opinion which, perhaps, I was not qualified 
to express, that the suit was not too well founded because we were a 
ieaiebiia regulated utility, and I felt if the prayer of the Justice 
Department were granted as it was asked, it would result in the al- 
most complete disruption of the Bell System as an effective operating 
agency, and I pointed out to him, also, that it would, to a very large 
degree, destroy the effectiveness of the Bell Telephone Laboratories, 
and that the laboratory at that time, and the system, were very deeply 
engaged in a great deal of work which we considered essential to the 
defense of this countr y. 

I described to him many of the projects that we had underway in 
that category, because he seemed to know nothing at all about what we 
had done along that line. I talked to him about the Nike, the fact 
that we had been asked by Mr. Truman to operate the Atomic Weap- 
ons Laboratory out at Sandia, I talked to him a great deal about 
how the antimissile program was progressing—the antiaircraft-mis- 
sile program, I should say—and I drew for him on as many occasions 
as I could, or tried to explain to him, the great and rather surprising 
similarity between the problem of guiding a call through a mass of 
very intricate equipment and guiding a missile to an airplane or 
another missile in the air. It doesn't seem, to the uninitiated, that 
there is any similarity, but there is a very striking similarity in those 
regards. 

He listened very politely to what I had to say. I expressed the 
opinion, as I said, that the suit really should never have been brought. 

Mr. Materz. Did you, at the meeting at the Statler Hotel, ask 
Mr. Brownell to dismiss the case ? 

Mr. Dumas. There had been something in the paper, Mr. Maletz, 
about the fact that the Justice Department was going to study cases, 
and they were going to consider the dismissal of some of them, and 
I expressed the opinion that, if any suits were dismissed, certainly, 
this was one that should be, because I thought that the prosecution 
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of it would hurt very badly the telephone- and communication-using 
public of this country, and also would be very damaging to the de- 
fense of our country. 

The CuHairman. Let me ask you this: What were the relations 
between Mr. Pope, chairman of the board of the Marine Midland 
Corp., and the telephone company ? 

Mr. Dumas. He was on the board of directors of the New York 
Telephone Co., Mr. Chairman. 

The Cuarrman. On the board of what? 

Mr. Dumas. He was on the board of directors of the New York 
Telephone Co. 

The Cuatrman. That isan A. T. & T. subsidiary? 

Mr. Dumas. That is right. Yes; it is the biggest one. 

The Cuarrman. Was the bank a depository for the New York Tele 
phone Co. ? 

Mr. Dumas. Well, I imagine it had some aed from both the 
New York and A. T. & T. Co. Most banks in New York do have. 

The CHamrman. Why did you select Mr. Pope to arrange this 
appointment ? 

Mr. Dumas. Because he was the only man I knew who knew Mr. 
Brownell. 

The Cuatrman. How did you know he knew Mr. Brownell? 

Mr. Dumas. He told me he did. 

The CHatrrman. What was the nature of the conversation which 
indicated that he had that knowledge ’ 

Mr. Dumas. Well, I wanted to find someone who knew Mr. Brow- 
nell and I happened to see Mr. Pope and asked him if he knew him, 
and he said he did. 

The CHatrman. Couldn't you talk to Mr. Brownell directly ? 

Mr. Dumas. I thought it would be very much preferable if some 
one Mr. Brownell knew introduced me to him. 

The CHatrman. Why? 

Mr. Dumas. It seemed natural to me to want someone to sort of 
let one know you are who you say you are and that you are a decent, 
reasonable sort of fellow. 

The CHatrman. Was it for the purpose cf using any personal 
influence? 

Mr. Dumas. I don’t know that Mr. Pope ever—he never showed 
any evidence of having any heavy personal influence or any other 
kind, for that matter. 

Mr. Materz. Do you know, Mr. Dumas, when Mr. Pope arranged 
this April 1953 meeting with Mr. Brownell / 

Mr. Dumas. It wasa few days before we met. 

Mr. Marerz. Did Mr. Pope in addition to arranging this meeting 
have any discussions with Mr. Brownell with respect to this case apart 
from the meeting of April 1953? 

Mr. Dumas. As far as I know, he did not. He had little or no 
liscussion even while we were meeting with Mr. Brownell. 

Mr. Maerz. He didn’t say anything during the course of the 
meeting ? 

Mr. Dumas. Hardly anything. I don’t remember that he said 
anythin 

Mr. Maerz. Was it at his suite, his room, at the Statler ? 
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Mr. Dumas. That is right. 

Mr. Maerz. I see. 

Between April 1953—— 

Mr. E1senserc. Mr. Chairman, may I ask a question at this point? 

The Cuarrman,. Certainly. 

Mr. Eisenperc. You related the substance of your comments to the 
Attorney General and I think you said the Attorney General listened 
politely. Did he make any other comments with respect to what you 
were saying ? 

Mr. Dumas. Well, you know, Mr. Brownell is one of the most. un- 
communicative men I ever had any dealings with. If you know hin, 
perhaps you know that that is true. 

Mr. E1senserc. Well, did he make any commitments of any kind 
to you! 

Mr. Dumas. No, indeed. 

Mr. E1senpera. Did you discuss specifically, for example, the 
prayer of the complaint with respect to divorcement with the Attor- 
ney General / 

Mr. Dumas. No, we didn’t go into any of that. All I did was ex- 
press my own views as to the effect that divorcement might have. He 
made no comment about it. 

Mr. Maerz. Mr. Dumas, I take it that the purpose of this meeting 
was to brief Mr. Brownell about your problems with respect. to this 
case. Is that correct ? 

Mr. Dumas. Well, to make him acquainted with them; yes. 

Mr. Maerz. I see. Between April 1953 and April 1954, did you 
have any further meeting or contact with Mr. Brownell? 

Mr. Dumas. No, sir. 

Mr. Maerz. Did you on April 16, 1954, have a meeting with Mr. 
Brownell to discuss the A. T. & T. case ? 

Mr. Dumas. I don’t remember the exact date, Mr. Maletz, but it was 
in April; yes. 

Mr. Maerz. And who arranged this meeting ? 

Mr. Dumas. Mr. Pope. 

Mr. Marerz. Mr. Pope again / 

Mr. Dumas. Again, yes. 

Mr. Materz. This is Mr. Bayard Pope ? 

Mr. Dumas. Yes. 

Mr. Maerz. Do you know when Mr. Pope arranged this meeting / 

Mr. Dumas. Well, a day or two before we went down. He went 
with me again. 

Mr. Maerz. He came with you again / 

Mr. Dumas. Oh, yes. 

Mr. Marerz. Where was this meeting held ? 

Mr. Dumas. In the same place, under the same circumstances. 

Mr. Maerz. In Mr. Pope's suite at the Statler Hotel ? 

Mr. Dumas. That is right. 

Mr. Maerz. How long did this meeting last ? 

Mr. Dumas. About an hour, an hour and a quarter. 

The Caamman. Why did you have a second meeting ? 

Mr. Dumas. Because nothing had happened in the meantime and 
I wanted to discuss the matter further with Mr. Brownell. 
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The Cuatrman. How long a time elapsed between the first and 
second meeting ? 

Mr. Dumas. About a year. 

The CuarrMan. Did you go over the same facts with Mr. Brownell 
on the second occasion ? 

Mr. Dumas. Yes, indeed, yes. 

The Cuatrman. Did Mr. Pope participate in the meeting on the 
second occasion ? 

Mr. Dumas. Not to any extent; no, sir. 

Mr. Matrrz. Previous to your second meeting with Mr. Brownell 
you had been informed by Mr. Price, had you not, that he, Mr. Price, 
had had a meeting in White Sulphur Springs with the Attorney 
General ? 

Mr. Dumas. Yes. 

Mr. Maerz. When you came down to Washington in April 1954, 
did you have with you a copy of Mr. Price’s memorandum of his meet- 
ing with Mr. Brownell ? 

Mr. Dumas. No, sir. I never had seen that memorandum until 
was shown to me in connection with this. 

Mr. Maerz. But you were familiar in a general way as to the 
matters discussed between Mr. Price and Mr. Brownell ? 

Mr. Dumas. Oh, yes. 

Mr. Materz. Specifically what was the nature of the discussion 
that you had with Mr. Brownell in April of 1954 at Mr. Pope’s suite 
at the Statler? 

Mr. Dumas. I urged again very strongly that the suit be dismissed. 
Mr. Brownell told me that he would not dismiss it. 

Mr. Maerz. Didn’t you agree at that time with Mr. Brownell that 
conferences looking toward a possible disposition of the case should 
be started ? 

Mr. Dumas. I don’t remember that that was the case. What really 
happened was that I went back to my headquarters in New York and 
discussed with my own people the situation that was so apparent. at 
that time, and that was that the case was not going to be dismissed, 
and that the only avenue open to us was to either go to trial with 
the case or to try to work out some sort of a consent decree, and we 
decided at that time that the best we could do would be to try to 
work out some sort of solution to the matter. 

Mr. Materz. Mr. Dumas, for the purpose of refreshing your recol- 
lection, I wonder whether you could examine this document, which 
is achronology of events—— 

Mr. Cox. Mr. Maletz, I can show him the document. 

Mr. Marerz. Very well. 

Mr. Cox. First page? 

Mr. Maverz. First page, if you will, Mr. Cox. 

Mr. Dumas. What is it you had reference to 

Mr. Maerz. May I read it, Mr. Dumas? 


This chronology starts with May 24, 1955. The period of negotiation, however, 
gves back to June 12, 1953, when Messrs. Davis, Price, and Wood conferred 
with Judge Barnes and his staff and submitted a memorandum in support of 
our position that the case should be dismissed. At that meeting, Judge Barnes 
said he would consider the matter and let us know his coi:clusions. Having 
heard nothing further, Dumas met with the Attorney General on April 16, 1954, 
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and it was agreed that conferences looking toward a possible disposition of the 
case should be started. Several conferences were held in May 1954 (May 3 
and 28). 

Does that refresh your recollection ¢ 

Mr. Dumas. I might say that this chronology, of course, was pre- 
pared without consultation with me, and my recollection is that there 
was certainly no agreement with the Attorney General that we would 
start such conferences because I had to go back and talk this entire 
matter over with our legal staff, with the president of our company, 
and with everyone who might have views in connection with it, and 
after that time, after we had had those conferences, it was agreed 
that we would seek such things as you describe here. 

The Cuarrman. I just want to ask this question. 

Mr. Dumas, you had two distinct conversations with the Attorney 
General and those conversations were had in the suite of Mr. Bayard 
Pope, the head of the Marine Midland Corp., at the Hotel Statler 
in Washington. 

Didn’t it occur to you that it was rather strange that conferences 
that appertain to activities of the Department of Justice should be 
held in a private suite like that / 

Mr. Dumas. No, it didn’t seem strange to me. 

The Cuarrman. It didn’t appear strange to you / 

Mr. Dumas. No. 

The CHarman. Wouldn't it have been more appropriate to hold 
those conferences, if at all, in the Department of Justice offices / 

Mr. Dumas. I don’t think so. 

The CuarrMan. I just asked for your opinion. 

Mr. Dumas. Well, that is mine. 

Mr. Maerz. I am going to ask Mr. Moulton a question in just a mo- 
ment, but first let me ask you this. 

Mr. Pope introduced you to Mr. Browneil, did he not, in April 
1953? 

Mr. Dumas. Yes. 

The CuHarrman. Is that the first time you had met Mr. Brownell / 

Mr. Dumas. Yes. 

Mr. Maerz. What was the necessity of having Mr. Pope present 
at the second conference / 

Mr. Dumas. Well, it had been a year and I don’t cousider myself 
a very impressive looking man, and I thought maybe the Attorney 
General might have forgotten me at that time. 

Mr. Maerz. Therefore, you felt it necessary for Mr. Pope not only 
to arrange the second conference, but to be there ? 

Mr. Dumas. Oh, yes. 

Mr. Maerz. And this didn't strike you as strange In any way? 

Mr. Dumas. No. Certainly not. 

Mr. Marerz. Didn’t Mr. Brownell suggest that the conference be 
held in his office in the Justice Department Building / 

Mr. Dumas. Well, Mr. Pope made the engagement. I don't know. 
I don’t think he did. 

Mr. Maerz. Were you familiar in any way with the nature of the 
relationship between Mr. Pope and Mr. Brownell ? 

Mr. Dumas. I only knew that Mr. Pope knew Mr. Brownell. 

Mr. Materz. To your knowledge, had they been longstanding 
friends ? 
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Mr. Dumas. The only thing that I know about their acquaintance 
is that I believe Mr. Pope told me that he and Mr. Brownell were 
associated in some way—they had something to do with the New York 
World Fair together. That is the only connection that I have ever 
heard of between the gentlemen. 

Mr. Materz. Mr. Moulton, I believe you have testified! previously 
that you prep: ared this ¢ hronology ; am I correct ? 

Mr. Movtton. Yes, sir. 

Mr. Materz. You are familiar with this sentence in the chronology, 
and I quote: 

“Having heard nothing further, Dumas met with the Attorney Gen- 
eral on April 16, 1954, and it was agreed that conferences looking 
toward a possible disposition of the case should be started.” 

Mr. Mouton. Yes. 

Mr. Materz. Where did you get the information ? 

Mr. Movrron. Well, the information which I had was strictly 
third-hand. You recall, this chronology was prepared in Septembe 
or October of 1955. I had been told of a conference which had taken 
place in April 1954, and I knew that shortly after that conference, 
there was another conference that went forward with—which set up 
a series of negotiations, and I think that I simply assumed that the 
conferences which Mr. Dumas had with the Attorney General, 
torney General Brownell, had been the genesis of the negotiations. 

Now, I never was told anything directly by Mr. Dumas. I was 
not then at a level where I was in a position to be dealing daily with 
Mr. Dumas. I was down the line, and these were simply my infer 
ences, and you know, this is simply a little preparatory runup to the 
principal parts of the chronology. 

Mr. Materz. Do you have, Mr. Dumas, a present recollection of the 
meeting on April 16, 1954? 

Mr. Dumas. Some. Rather definite, yes. 

Mr. Maerz. Could you tell the committee in your own words ex 
actly what transpired ¢ 

Mr. Dumas. Well, I think I have already in short told you, but 
here is—I went back over pretty much the same detail as I had i 
1953, the reasons why I thought this suit should be completely dis 
missed. 

Mr. Maerz. Dismissed or disposed of 

Mr. Dumas. Well, I thought it ought to be dismissed. I don’t 
know. I am not a lawyer and I don’t know just what terms to use, 
but it seems to me the thing ought to be wiped off the slate because it 
had no merit whatever in my opinion. 

Mr. Maerz. Were you willing as of April 1954, to consider a con 
sent. decree ? 

The CuarrMan. I don’t think that is a fair question. 

Mr. Dumas. Thank you Mr. Chairman, I wouldn't know what he 
is talking about, really. 

Mr. Marerz. Would you continue to indicate your 

Mr. Dumas. Well, at the end of my presentation of my views, Mr. 
Brownell told me that he had no idea of dismissing the suit, that he 
would not do it. And at that time, I am not sure that anything 
further was said about it because I understood very definitely there 
were only two things left that we could do. 
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One, to go to trial with the suit; and the other, try to work out 
some disposition or consent decree, I believe is the proper term. 

Mr. Materz. Did Mr. Brownell at this meeting indicate why he 
would not dismiss the case / 

Mr. Dumas. No. He just said he wouldn’t dismiss it. 

Mr. Maerz. Mr. Moulton, it is a fact, is it not, that within the next 
2 months, there were conferences with Department of Justice officials 
with respect to a possible consent decree ? 

Mr. Movutron. Yes. I think the next meeting was on May 3, and 
that was a meeting between Mr. Price, Mr. Wood, and the Attorney 
General, of which there is a record in the memorandum in the records. 

Mr. Maerz. Do you recall whether at this meeting in April 1954, 
it was decided that there would be a further conference in the follow- 
ing months with Mr. Brownell and Judge Barnes and A. T. & T. 
attorneys to consider a possible checklist of items that might serve 
as a basis for consent decree negotiations ? 

Mr. Dumas. There was no such agreement at this meeting that I 
attended. 

Mr. Maerz. I see. 

When was the next time that you had a meeting with Mr. Brownell / 

Mr. Dumas. Almost a year. A little over a year from that time, as 
I recollected. 

The CHarrMan. 1955? 

Mr. Dumas. This was in 1955, May 1955. 

Mr. Maerz. Would that be on or about May 24, 1955? 

Mr. Dumas. I think so. I know it was in May. 

Mr. Maerz. Did you have any telephone conversations with Mr. 
Brownell during this intervening year? 

Mr. Dumas. No, sir: I had no communication with him, whatever. 

The Cuatmrman. Did you have any communications with Mr. Bay- 
ard Pope? 

Mr. Dumas. Oh, yes. I talked to Mr. Pope about it quite often. 
In fact, we hadn’t made any progress. 

The CuHatrman. Did Mr. Pope have any conversations or consul- 
tations with Mr. Brownell ¢ 

Mr. Dumas. I don’t believe so, Mr. Chairman. I have no knowl- 
edge of any. 

Mr. Maerz. Mr. Dumas, who arranged this May 24, 1955, meeting? 

Mr. Dumas. Mr. Pope. 

Mr. Materz. Mr. Pope again? 

Mr. Dumas. Yes. 

The Cuarrman. Was it the same place? 

Mr. Dumas. No: we met in Mr. Brownell’s office this time, Mr. 
Chairman. 

The CHairMANn. You didn’t meet in the Statler Hotel at Mr. Pope’s 
suite ¢ 

Mr. Dumas. No. 

Mr. Maerz. What was the purpose of this meeting, Mr. Dumas? 

Mr. Dumas. Well, you will perhaps remember from previous testi- 
mony that little or no progress had been made in connection with 
getting to any solution to this thing, and I merely want to see Mr. 
Brownell in the hope that I could ask him to ask his people to proceed 
with all the energy they could to arrive at some adjustment of this 
matter. 
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We are anxious to get it out of the way because it continued to 
present to us a very great threat to the effectiveness of the work we 
were doing 

Mr. Maerz. What did Mr. Brownell say at this meeting / 

Mr. Dumas. He said he thought it ought to be disposed of as quick- 
ly as possible. He said his people had been exceedingly busy with 
other cases and that he hoped it could be expedited. 

Mr. Maerz. How long did this meeting last / 

Mr. Dumas. Oh, about 20 minutes. 

Mr. Maerz. Was anybody else present besides yourself, Mr. 
Brownell and Mr. Pope / 

Mr. Dumas. No one. 

Mr. Materz. Is Mr. Pope a lawyer; do you know / 

Mr. Dumas. I don’t believe he is. 

Mr. Movtron. I don’t think so. 

Mr. Cox. No. 

The CHarrMan. He didn’t represent the telephone company in any 
legal capacity ; did he? 

“Mr. Dumas. No, sir. 

The CHairMAN. He was just a friend. 

Mr. Dumas. Well, he was a director of the New York Telephone 
Co., and for that reason had a very deep and immediate personal in- 
terest in the welfare of the telephone business. 

The Cuarrman. Was his bank very much interested in the com 
pany in any way / 

Mr. Dumas. I don’t think they had any unusual interest; no sir. 
I don’t think there was any particular large banking connection. I 
don’t know of any. 

Mr. Maerz. Did you have any further meeting in 1955 with Mr. 
Brownell ? 

Mr. Eisenperc. Before we leave that last matter, may I ask 
question ¢ 

The CHarrMan. Yes. 

Mr. E1sensere. I believe you answered that the Attorney General 
said he would see what he could do to have the disposition of the 
case expedited. 

Mr. Dumas. The work on it; yes. Get people assigned to work 
on it. 
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Mr. E:senserc. Did you have any discussion at this meeting in 
May of 1955 of the spec ific terms on the basis of which this case could 
be disposed of ? 

Mr. Dumas. I don’t remember that there was any detailed discus- 
sion at all. ioe of the things that had been discussed might have 
been mentioned, but they were largely my mentioning them. 

Mr. Brownell didn’t respond to ‘them. 

Mr. Maerz. Mr. Dumas, did you have any further meeting in 
1955 with Mr. Brownell ? 

Mr. Dumas. I am trying to sort out dates in my mind now. I went 
by to see Mr. Brownell in, I think it was, early October 1955, for just 

. few moments, and it will interest you that on this occasion I went 
eutiaaies alone. 

The Cuarrman. Where was this meeting in October ? 

Mr. Dumas. In Mr. Brownell’s office. 

The CuHarrmMan. In Mr. Brownell’s office in Washington / 

Mr. Dumas. Yes. 

The Cuarrman. Was Mr. Pope present then / 

Mr. Dumas. No. I had just seen what I considered a very inter- 
esting chart concerning the difference in the increase in cost of elec- 
trical machinery generally and Western Electric products. I think 
a copy of that has been furnished to you. I thought it was one of the 
most interesting things I had seen and I happened to be in Washington 
on other business and I just took a chance of going by to see “Mr. 
Brownell and showed him a copy of that chart. 

Mr. Maerz. Would you like to examine this document and see if 
this is a copy of the chart ? 

Mr. Dumas. Yes; indeed. Yes; this isit. 

Mr. Maerz. Would you like to have that placed in the record? 

Mr. Dumas. Suit yourself, sir. I think it is very interesting and 
I think you, Mr. Chairman, would like very much to look at it. 

The CuHarrMan. We have got a lot of other material in the record. 
We can have that, too. 

Mr. Dumas. Well, anyway, it shows the comparison beginning in 
1957 between the hourly earnings in the electrical machinery industry 
and the wholesale prices of electrical apparatus as compared with 
the same things in the Western Electric Co. It shows that during 
the period from 1947 to 1954 the price of other electrical machinery 
went up about, Oh, I would say 27 percent here, while during the 
same time the price of Western Electric similar equipment went down 
about 18 percent, 

I was very proud of that and I was glad to show it to Mr. Brownell. 
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Mr. Maerz. How long was this meeting, Mr. Dumas? 

Mr. Dumas. Oh, about 10 minutes. 

Mr. Materz. Apart from these four meetings to which you have 
testified, did you have any other contact of any kind with Mr. 
Brownell with respect to this case, by telephone or otherwise? 

Mr. Dumas. No, sir. 

Mr. Maerz. Those are the only four? 

Mr. Dumas. The only four times. 

Mr. Materz. The only four times that you had occasion to speak to 
Mr. Brownell about the case, is that right ? 

Mr. Dumas. That is right. 

Mr. Marerz. Did you meet with anyone in the Justice Depart- 
ment other than Mr. Brownell with respect to this case ? 

Mr. Dumas. No. 

Mr. Maerz. Why not? 

Mr. Dumas. I don’t know why I didn’t, I just didn’t. Those ne- 
gotiations were being handled by very capable men and there wasn’t 
any particular reason why I should have any part in them. 

Mr. Maerz. Did you consider these meetings with Mr. Brownell 
in the nature of negotiations ? 

Mr. Dumas. It didn’t turn out that way. I didn’t think they were 
very successful. 

Mr. Maerz. Why was it necessary for you to have meetings with 
Mr. Brownell while your attorneys were negotiating with officials of 
the Antitrust Division with respect to a possible decree ¢ 

Mr. Dumas. Because it appeared to us that we were not getting as 
much attention paid to our case as we thought it deserved, and I hoped 
that if Mr. Brownell would be able to correct that, that he would. 

Mr. Marerz. Did you have any meeting of any kind or any con- 
tacts with any official or employee of any Government agency with 
respect to this case apart from Mr. Brownell ? 

Mr. Dumas. No, sir, I didn’t. 

Mr. Maerz. Did you prepare any memorandum or record of any 
of your meetings with Mr. Brownell? 

Mr. Dumas. No, sir, they were so short and simple I didn’t need to 
prepare any memoranda. 

The CHarrMan. Any questions? 

Mr. McCutiocn. No. 

Mr. E1senserc. I would just like to ask one. 

As I understand the situation, Mr. Dumas, at the time of your May 
1955 meeting with the Attorney General, you knew about the meet- 
ing Mr. Price had had with the Attorney General ? 

Mr. Dumas. Oh, yes. 

Mr. ErsenpercG. Did you have the impression on the basis of any- 
thing related to you about Mr. Price’s meeting with the Attorney Gen- 
eral that any specific arrangements at all had been made with regard 
to disposition of the suit ? 

Mr. Dumas. If there had been, they certainly were ineffective, be- 

cause nothing had been done about it in that year’s time. 

The Cuarrman. Thank you very much, Mr. Dumas. 

Mr. Dumas. Thank you very much, Mr. Chairman. 

The CuarrmMan. You can go back to your farm now. 


26086 O— d58—pt. 2, vol. 2 














2416 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


Mr. Dumas. Good. You come down there sometime and I will 
show you some fine Black Angus cattle. 

The Cuarrman. Thank you. 

Mr. Materz. Mr. Moulton, you remember that last Tuesday there 
was considerable testimony with reference to the matter of know-how, 
in the course of which attention was calied to a document captioned 
“Final Judgment, January 24, 1956, Section XIV, Subsection B” 
which reads, and I quote: 


We are not required to furnish any BTL papers, “know-how,” consultation. 
or similar services. 

Do you recall that ? 

Mr. Movtron. Yes, sir. 

Mr. Maerz. And you testified, did you not, that this statement in 
respect of know-how referred to Bell Telephone Laboratories’ know- 
how; is that correct ? 

Mr. Mov ton. I testified that that was my understanding of the 
statement as I read it. 

Mr. Maerz. And Mr. Kilgore, you recall, advised Judge Meaney 
in open court, did he not, that the manufacturing drawings, blue 
prints, and specifications covering the equipment of the type which 
Western Electric manufactures, includes a general exposition of know- 
how; is that right ? 

The CuatrmMan. Page 556 of the transcript. 

Mr. Mouton. Well, Mr. Kilgore—— 

Mr. Maerz. Possibly, Mr. Moulton, rather than paraphrasing it, 
I might read it into the record again—it won't take but a moment. 
Will ‘that be all right, Mr. C hairman ! 

The Cuarrman. Certainly. 

Mr. Maerz (reading) : 

There is one other major provision of relief contained in the judgment and 
that is that the defendants are required to give to patent licensees certain man- 
ufacturing drawings, blueprints, and specifications covering equipment of the 
type which Western Electric manufactures. The defendants may make a rea 
sonable charge for these specifications, manufacturing drawings, and they may 
condition the grant or the giving of those blueprints and specifications upon the 
licensee giving back to the defendants drawings of similar scope. 

The Court. And that includes a general exposition of Know-how? 

Mr. KILGore. Yes, sir. 

Mr. Movtron. And that is a correct statement of the fact. 

Mr. Marerz. Didn't Mr. Kilgore inform the judge that the decree 
in effect required the defendants to supply manufacturing know 
how ? 

Mr. Movutron. No. In response to a question which related to his 
statement that the decree required the defendants to provide certain 
manufacturing drawings, blueprints, and = specifications covering 
equipment of ‘the type which Western Electric manufac tures, and 1 
answer to a question related to that, which was, “And that ‘idlindne 
a general exposition of know-how,” Mr. Kilgore said, “Yes, sir,” and 
that is, I am in a position to show you, a completely correct state 
ment. 

Mr. Maerz. Is it your view that the decree requires the defend- 
ants to supply manufacturing know-how ¢ 
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Mr. Movutron. It is my interpretation of the decree that what we 
furnish and have to furnish includes a general exposition of know- 
how. 

Now, do you want me to expand on that / 

Mr. Maerz. Does that include manufacturing know-how / 

Mr. Movutton. It certainly includes know-how in reference to the 
equipment and what you have to do to manufacture it, yes. 

Mr. Materz. In your view the decree requires the defendants to 
make available manufacturing know-how, is that right / 

Mr. Movtron. When you say “manufacturing know-how,” I do 
not know precisely what you mean. Can you explain that a little 
further / 

Mr. Maerz. Didn’t you testify a moment ago that the decree re- 
quires the defendants to make available know-how with respect to 
manufacturing / 

Mr. Movuton. With respect to the manufacturing drawings, blue- 
prints, specifications, covering equipment of the type which Western 
Electric manufactures. 

Mr. Mauerz. Just one moment. 

Do you know who Mr. E. J. Kane is / 

Mr. Moutron. Yes. sir. 

Mr. Maerz. Who is he? 

Mr. Movtrton. I think he is in charge of the patent licensing divi- 
sion for Western Electric. 

Mr. Marerz. Do you know Mr. H. W. Cummiskey / 

Mr. Mouttron. No, I don't. 

Mr. Marerz. Do you have a memorandum, dated March 15, 1956, 
from Mr. E. J. Kane to Mr. H. W. Cummiskey ? 

Mr. Cox. May we see it, Mr. Maletz 4 

Mr. Maerz. Would you refer to the last paragraph, Mr. Moulton, 
of the attached document, which is captioned “Operations Under the 
Consent Decree.” Is that right / 

Mr. Mouton. “Current Operations Under the Decree,” and the 
last paragraph reads: 

Whereas we are required to furnish drawings and specifications on equipment 
furnished by Western to the Bell System, we have received only a moderate 
number of requests. Our obligation, of course, does not require us to give 
manufacturing know-how, or process, or machinery information. 

Mr. Maerz. Do you think that statement is accurate ? 

Mr. Movtron. It is an accurate statement, if you will define terms. 
Our difficulty here is that we are operating in a vacuum without de- 
fining terms. We are talking about the word “know-how,” which 
has no definition, and if you want me to explain further 

The Cuatrman. You did already. There is no need to. 

Mr. Maerz. I would like to turn to another subject. 

You recall, do you not, Mr. Price’s testimony to the effect that early 
in January of 1955 he met with Mr. Foote at Mr. Foote’s home, in 
the course of which the two spent about an hour talking about the 
case ¢ 

Mr. Movtron. I heard that testimony. 

Mr. Maerz. I believe you testified, did you not, that you saw Mr. 
Foote in Philadelphia in August 1955, and gave him certain memo- 
randums which you state set forth the defendant's position with 
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respect to the issues that had been discussed at the various confer- 
ences. 

Mr. Mouton. I had such a meeting, and I handed him the memo- 
randums which we dealt with on Tuesday. 

Mr. Maurrz. You also testified about going down to Boca Grande, 
Fla., late in December 1955, to speak to Mr. Foote about certain pro- 
posals of the defendants in respect to patent provisions of the pro- 
nosed decree; is that right ? 

Mr. Movuron. That is right. 

Mr. Materz. You recall, do you not, your testimony that in the 
latter part of December, you and your associates negotiated on a 
daily basis with representatives of the Justice Department who in- 
cluded Mr. Foote, Mr. Kramer, Mr. Kilgore, and Mr. Murphy? 

Mr. Movrton. That is right. 

Mr. Matrrz. I believe you testified these negotiations went on 
daily from December 13, 1955, to December 23, 1955, with further 
meetings early in January of 1956; isthat right ? 

Mr. Mouton. Substanti: ally. There was 1 day that we didn’t meet. 

Mr. Maurrz. At any time in the course of these daily sessions, did 
you or any of your associates mention In anyway, directly or indi- 
rectly, to Mr. Kramer, Mr. Murphy, or Mr. Kilgore, the fact that 
Mr. Foote had met in the early part of January with Mr. Price? 

Mr. Movtton. Not that I recall. 

Mr. Maverz. At any time in the course of these daily negotiations, 
did you or any of your associates mention in any way to Mr. Kramer, 
Mr. Murphy, or Mr. Kilgore the fact that you had met with and 
handed Mr. Foote certain memorandums in Philadelphia / 

Mr. Moutron. Before answering this question, may I go back and 
add one statement to my previous answer ? 

The Cuarmman. Yes. 

Mr. Moutton. Mr. Price has testified that it was his understanding 
that Judge Barnes was fully advised of the fact of the meeting in 
January of 1955 with Mr. Foote. 

Mr. Maerz. I believe Mr. Price testified, did he not, that Mr. 
Foote had advised him that he, Mr. Foote, had obtained clearance / 

Mr. Moutrton. Well, whatever the rec ord shows. I just want to 
bring that fact in. It seems to me to be germane to the inquiry. 

As to my meeting—you are now asking with reference to the 
meeting in Philadelphia ? 

Mr. Matrrz. Yes. 

Mr. Movutton. Whether or not there was reference to that, I don’t 
know, in the course of the negotiations. The negotiations, after all, 
did not take place until December. That happened in August, and 
it wouldn’t have been unusual if they hadn't referred to it. 

The CuairMan. You did not mention the meeting with Mr. Foote 

Philadelphia to Mr. Kramer, Mr. Murphy, and Mr. Kilgore? 

Mr. Movutron. I don’t have any recollection of having done so. I 
don’t have any recollection of not having done so. I wouldn’t have 
thought it was unusual if I had. 

Mr. McCutzocn. Mr. Chairman, I would like to ask Mr. Moulton 
a question at this time. 

Did you at that time, or any time during the negotiations, or since 
these hearings have bedi in progress, feel that you were intentionally 
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keeping Judge Barnes, or the Attorney General, or anyone else in 
the Justice Department from knowing that you conferred with Mr. 
Foote from time to time by telephone or in person ? 

Mr. Movutron. Not at all. I have no such feeling. I was dealing 
with Mr. Foote as another lawyer. I assumed that he had authority 
to do what he did. I assumed that he was acting as I was. I would 
keep my people advised, and I assumed that this was just the normal 
sort of situation when you are dealing with the other side in a lawsuit. 
There was nothing unusual about that. 

Mr. McCuttocn. Did you have a plan at any time to talk with 
Mr. Foote with other associates in the Department of Justice from 
the Attorney General on down being excluded from these talks, or 
to keep those talks and those negotiations secret ? 

Mr. Moutron. No. 

The Cuatrman. But you did have talks with Mr. Foote when 
Messrs. Kramer, Murphy, and Kilgore were not present. 

Mr. Movutrton. Yes. 

The CuatrMan. You did not, as far as your recollection is con- 
cerned, disclose to Messrs. Kramer, Murphy, or Kilgore that you 
had had such a conference with Mr. Foote in Philadelphia or that 
you handed Mr. Foote certain memorandums in that city. 

Mr. Moutron. I have testified I have no recollection one way or 
the other on that. 

It may well be that I did not. I did not see these gentlemen until 
December. That happened in August. It was water over the dam. 
I don’t know quite why I would have made a point of referring to it. 

The CuatrMan. You saw them practically every day, didn’t you, 
or 2 or 3 times a week during that period ? 

Mr. Movtron. During the period in December? 

The CHarrMan. Yes. 

Mr. Movuton. Yes. Oh, yes. And we had a lot of things to talk 
about, and we were talking about a lot of things which were current 
and this, by that time, was ancient history. 

The Cuatrman. If you had spoken to these gentlemen and had 
disclosed the fact that you had met with Mr. Foote in Philadelphia 
and handed him a memorandum, don’t you think you would have 
remembered it now / 

Mr. Movutron. No. I don’t think so. There was no significance 
to that, other than my handing Mr. Foote something for the official 
use of the Department, as far as I was concerned. 

The Cnarrman. You won't deny that you did not talk to—— 

Mr. Movutron. I can’t—did not talk with whom, sir? 

The CuarrmMan. You won't deny that you did not indicate to 
Messrs. Kramer, Murphy, and Kilgore the handing of documents to 
Mr. Foote in Philadelphia ? 

Mr. Moviron. Mr. Chairman, that has a double negative in it. 

The Cuairman. Yes; it has, and I purposely phrased it that way. 

Mr. Movtron. I am not quite sharp enough to know whether that 
is that I deny that T did, and, if it is, I neither affirm nor deny, 
because I have no recollection one way or the other on it. 

Mr. Marrrz. At any time in the course of these daily negotiation 
sessions, which resumed, I take it, the first part of January 1955, 
did you or any of your associates mention to Mr. Kramer, Mr. Mur- 
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phy, or Mr. Kilgore the fact that you had gone down to Florida to 
pikeeint to Mr. Foote certain patent proposals you had there made 
with respect to the decree / 

Mr. Mouton. I don’t recall that I did. I don’t recall that I didn't. 
What transpired was that I gave this information to Mr. Foote so 
that he would be in a position to consider it with his associates. The 
first item which we discussed on the 4th of January at that meeting 
was this precise proposal. They seemed to be familiar with it and 
seemed to pick up the ball very quickly and give us their views, and 
I assumed that this was all something which had been reported back, 
and so on. But there was no occasion to go into it. We had enough 
things to talk about without going into that kind of detail. 

Mr. Mauerz. At any time during the course of these detailed nego- 
tiations, did Mr. Foote make : any reference, in the presence of any 
other Department of Justice representative, to these meetings you 
had with him ? 

Mr. Movtrton. No, except that he said he was going to be at the 
Gasparilla Inn and, if I had anything to say to him or we had any- 
thing to say to him, we could either call him or see him there. That 
was In open meeting. 

Mr. Materz. In the course of these d: aily negotiation meetings, was 
any reference made to Mr. Foote’s telephone « -all to you on August 26, 
1955, concerning the conference of the preceding day in the Attor ney 
General's Office / 

Mr. Mou ron. I did not see these gentlemen until December. | 
have no recollection. I doubt whether there was any reference to it 
or any occasion to have any reference to it. 

Mr. Matetz. By the way, I believe you testified that you didn’t 
know, one way or the other, whether Mr. Foote was authorized to call 
you on August 26, 1955, and discuss with you matters which had 
transpired at a conference in the Attorney General's Office on the 
preceding day; is that right ? 

Mr. Movtron. Well, I don’t recall that being my testimony. Let 
me put it this way, so that the record will be c lear: When a ‘lawyer 
calls me up and talks about a oat in which he is officially engaged 
or authorized to act for his client, I don’t say to him, “Before we say 
anything, I want proof of your authority to make this telephone call.” 
So, I think we can let it rest there. That is about the best I can do 
with it. I assumed he had as much authority to call me as I had to 
receive the call. 

Mr. Marerz. If that were the case, why did you make the following 
entry under date of August 26: 

We have reason to believe, but have no official knowledge, that at the confer 
ence with Barnes and the Attorney General, Foote urged a settlement along 
the lines set forth in the memorandum for Judge Barnes and that the Attorney 
General directed Judge Barnes to discuss the matter with FCC Chairman Mce- 
Connaughey and, possibly, with the NARUC. 

Mr. Movutron. Mr. Maletz, we went all over that 4 or 5 times on 
Tuesday. I have read the record. I think I have stated, to the best 
of my ability, the answer to that question. 

Mr. Materz. Did you not testify that it might have been that Mr. 
Foote discussed this matter with you on an off-the-record basis? 

Mr. Mottron. I said that, or it might have been that I gathered 
this from the course of the conversation without—I inferred it with- 
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out being sure. I am inclined to think it was the latter, but I don’t 


know. And I am trying to be as honest with you as I can on the 
matter. 

Mr. Maerz. What was the reason for your writing in your entry 
of August 26 that you had no official knowledge / ’ 

Mr. Mov LtTon. The only reason I could “have used that form of 
words is that I was not certain of the information. 

Mr. Maerz. You were not what ? 

Mr. Movtron. Certain of the information. 

Mr. Maerz. You were sufficiently certain of the information, were 
you not, to make an entry under the date of August 26 ¢ 

Mr. Mou.ron. I made the entry as it is stated, and I have ex- 


plained what my state of mind was when I made it, and why I used 
this form of words. I can’t do any more. 


Mr. Materz. Mr, Chairman, at this point I would offer for the 
record a document, the first sentence of which reads: “This chronol- 
ogy starts with May 24, 1955.” The sec ‘ond page of this document 
is entitled “C hronology of Recent Events.’ 

The CHamrMAN. Accepted. 

(The document referred to is as follows:) 


This chronology starts with May 24, 1955. The period of negotiation, however, 
goes back to June 12, 1953, when Messrs. Davis, Price, and Wood conferred with 
Judge Barnes and his staff and submitted a memorandum in support of our posi- 
tion that the case should be dismissed. At that meeting, Judge Barnes said he 
would consider the matter and let us know his conclusions. Having heard noth- 
ing further, Dumas met with the Attorney General on April 16, 1954, and it was 
agreed that conferences looking toward a possible disposition of the case should 
be started. Several conferences were held in May 1954 (May 3 and 28). There- 
after, our efforts to arrange for further conferences were unsuccessful, until 
October 20, when they were resumed. Thereafter, there were meetings with 
Judge Barnes and his staff on November 4 and December 10, 1954, and again on 
January 29 and February 21, 1955. At the latter two conferences, we submitted 
and discussed the memorandum relating to Western’s production, setting forth 
the various categories of Western’s manufactured products and the reasons why 
they were manufactured by Western and not purchased outside. Nothing further 
happened until the meeting on May 24. 


CHRONOLOGY OF RECENT EVENTS 
1955 


May 24: Dumas conferred with the Attorney General. 

June 23: Foote, first assistant to Judge Barnes, telephoned Price and stated 
that as a result of the conference with the Attorney General and Judge Barnes, 
he was authorized to negotiate for a consent decree along the following general 
lines : 

1. After a period of several years, at least 25 percent of the total dollar 
volume of manufactured items of telephone apparatus and equipment re- 
quired by the operating companies and long lines would be purchased from 
manufacturers other than Western. 

2. Any time after the same period, the Government would be entitled to 
ask the court for an increase in the 25 percent figure and the defendants 
would also be free to apply for a decrease in that figure. 

3. The decree would contain appropriate provisions relating to patent 
licensing, technical information, acquisition of independent telephone com- 
panies, and certain other matters. 

Price told Foote that we were willing to enter into negotiations along these 
general lines but without any commitment on our part that any of the points 
were acceptable to us. 

June 24: Moulton conferred with Foote and Murphy, another member of Judge 
Barnes’ staff, at which time the substance of Foote’s telephone conversation with 
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Price was confirmed, and it was agreed that conferences should be commenced 
promptly. It was also generally understood that any settlement should not be 
such as to adversely affect the cost, quality, or availability of telephone service, 
and this general understanding was reaffirmed at later conferences with Judge 
Barnes’ staff. 

July 7: Best, Kappel, and Moulton conferred with Foote, Murphy, and 
Kramer, also of Judge Barnes’ staff. We expressed the view that in consider- 
ing the Government's suggestion it was appropriate to include components manu- 
factured by others and incorporated by Western in equipment of its manufacture 
in the 25 percent. We also expressed serious doubt about a reopening provision 
in the decree which would permit the Government to seek an increased per- 
centage and asked clarification of the standards which the court would apply in 
passing upon the Government’s application for such an increase, which the 
Government representatives agreed to provide. 

July 12: Foote called Moulton stating that there might be a misunderstanding 
between us concerning the inclusion of components in computing the 25 percent 
and stating that this was not contemplated by the Government’s proposal. 

July 14: Best, Kappel, and Moulton had a further conference with Foote, 
Kramer, and Murphy at which we explained more fully the reasons for the 
inclusion of components, and it was understood that we would give further con- 
sideration to the Government’s proposal on that basis. We also pointed out 
that the formula approach required that Western continue as the purchasing 
unit of this system and that we were proceeding on that assumption. 

July 21: Best, Kappel, and Moulton conferred again with Foote and Kramer. 
We handed them a memorandum outlining the type of decree we would be 
willing to consider, requiring the purchase of at least 25 percent of manufac- 
tured products from outside suppliers, and explaining in detail the effect of 
such a decree. A copy of the memorandum and a statement of the facts which 
we presented at this meeting is found under tab 3 of the attached binder, except 
that we do not discuss in detail the possibility of the inclusions of purchases 
other than telephone apparatus or equipment or components (i. e., “supplies’’) 
in the formula, or refer to the fact that this would increase the percentage from 
25 percent to 37 percent. We also restated our objections to any reopening 
provision, and again asked for clarification of this aspect of the proposal, which 
Foote and Kramer agreed to supply. It was left that they would call us for 
a further conference shortly. 

August 11: Foote called Moulton and advised that Judge Barnes was dis- 
satisfied with the formula approach and seemed to have rejected it as a basis 
for further negotiations. Barnes proposed that as an alternative we consider 
competitive bidding and be prepared to discuss it with him on August 16. 

August 16: Best, Kappel, and Moulton conferred with Judge Barnes and 
Foote for approximately 3 hours. Judge Barnes did not directly raise the ques- 
tion of competitive bidding. There was very little discussion of that subject 
and it apparently is not being seriously considered as a basis for settlement. 
He said he understood we could comply with the 25-percent formula by “farm- 
ing out” one product, such as cable. This led to a complete review of the facts 
concerning the effect of the 25-percent formula approach, and a detailed state- 
ment of the reasons why divestiture of Western or any substantial reduction in 
its operations would have a serious adverse effect on the cost, quality and avail- 
ability of telephone service and progress in the telephonic art. At the conclu- 
sion of the conference, Judge Barnes said he thought that the problem was 
very important and troublesome and that there should be some way to work out 
a settlement. He gave us very earnest assurances that he would give the matter 
serious thought and would be in touch with us before long. 

August 18: Foote called Moulton to say that Judge Barnes had asked him 
to prepare a memorandum of the pros and cons of the various possibilities for 
settlement which had been discussed in our conferences. In order to assist 
Foote in this task, we undertook to prepare certain memorandums for him. 

August 19: Foote again called Moulton to say that he and Judge Barnes were 
to meet the Attorney General on Thursday, August 25, and that he should have 
his memorandum prepared by that time. 

August 23: Moulton met with Foote in Philadelphia and handed him the 
memorandums contained in the attached binder, together with a copy of the 
“Memorandum for Judge Barnes” dated June 4, 1954, which outlined our initial 
proposal for settlement (a copy of which is also attached). 
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August 24: Foote called Moulton to advise that he and Judge Barnes had had 
an extended discussion with the Attorney General. He reported that nothing 
definite had been decided, but he felt they were making progress. Foote asked 
whether the NARUC or State commissions had ever considered the divestiture 
of Western and was told that we knew of no instance in which divestiture had 
been suggested by any State regulatory authority. (We have reason to believe, 
but have no official knowledge, that at the conference with Barnes and the Attor- 
ney General, Foote urged a settlement along the lines set forth in the “Memo- 
randum for Judge Barnes” and that the Attorney General directed Judge Barnes 
to discuss the matter with FCC Chairman McConnaughey and possibly with the 
MARUC.) 

September 12: Moulton advised Foote that a careful search revealed no State 
commission decision recommending or suggesting the divestiture of Western. 
At Foote’s suggestion, Moulton supplied him with excerpts from a few recent 
State rate cases dealing with the Western issue. 

September 21: Moulton conferred with Foote who advised that Judge Barnes 
had taken no further steps in connection with our matter. 

September 23: Moulton called Judge Barnes to inquire when we could expect 
to hear from him and whether a further conference would be helpful. Judge 
Barnes said that he didn’t have much to say at the moment; that he was still 
hopeful that something can be worked out; and that he would have to take the 
matter up again with his staff. 

Mr. Maerz. I would also offer for the record a document entitled 
“Final Judgment, January 24, 1956,” which reviews the historical 
background of the case, the negotiations, the final judgment, and the 
present patent licensing policy. 

The CHarrMan. We will accept that. 

(The document referred to appears at p. 2451.) 

Mr. Maerz. I would like, Mr. Moulton, to turn to the detailed 
negotiations in December 1955, and the first part of January 1956. 

‘An important concession that you made, I take it, is that A. T. & T. 
and the Bell operating companies should be restricted to engaging in 
the common carrier communications service business except for busi- 
ness with the United States Government. Is that right? 

Mr. Mouton. I consider that most important. 

Mr. Maerz. Such requirement. is incorporated in section V of the 
decree, is that right ? 

Mr. Movutton. Yes. 

Mr. Maerz. From what activity has A. T. & T. or any of the 
Bell operating companies been obliged to withdraw as a result of 
section V? 

Mr. Movriron. Well, we haven't been obliged to withdraw from 
any as a result of that at the present time. You will recall that as to 
priv ate communications systems, there is a 5-year grace period and 
that period has not run out, and the issue as to whether we must 
withdraw from some of those or whether we need not withdraw 
from them is now pending in other proceedings. 

But let me add this, that I attach to this the greatest of impor- 
tance, not because of what we have had to go out of, but the impact 
that this may have on the future of this business. 

I think you will have to bear in mind that the history of industry 
generally is that it changes and adds to its lines of ‘endeavor. | 

can give you literally hundreds of examples of that. 

The Kaiser Co., which was a construction company, is now in 
the steel and aluminum business. Pan American Airways is very 
heavy in the hotel business. Electric Boat Co. is now General Dy- 
namics. They used to build submarines, and they now build every- 
thing. 
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Now, there is an economic reason for this and that is economic 
survival in a changing economy, a changing technology. In the 
long future there may be great oportunities for this Bell Sy stem along 
that line. This provision of this decree precludes us from going into 
them. 

Let me just take an example. You take the transistor which we 
have the basic patents on. That patent permits us to exclude others 
completely, and we could have exploited that as other companies have 
exploited basic patents before. If we were to have another invention 
of that sort, and it is entirely possible, which has uses well beyond the 
communications service field, we are completely precluded from using 
that invention outside of the common carrier field, of exploiting it. 

Now, to my mind, that is of terrific significance. I just want to 
make this point clear because I think it 1s very important that the 
committee understand my view on it. 

Mr. Marerz. Let me ask you, Mr. Moulton, one final question about 
section V at this point. 

Is it correct that the only present activity that section V prohibits 
is the leasing and maintaining of facilities for private communica- 
tions systems, the charges for ‘which are not subject to public regu- 
lation ? 

Mr. Movtron. You are now talking with reference to the operating 
company, not Western Electric. 

Mr. Maerz. I am talking about A. T. & T. and the Bell operating 
companies. 

Mr. Movtron. Yes. I believe that isa fair statement. 

Mr. Materz. Mr. Chairman, at this point I would offer in evidence 
a letter dated January 11, 1956, from Mr. Moulton to Mr. Foote deal- 
ing with the businesses now engaged in by American Telephone & 
Telegraph Co. and its operating subsidiaries which may be affected 
by section XI of the proposed final judgment, now section V together 
with a memorandum for the files dated December 22, 1955, from Mr. 
Horace P. Moulton, and a document captioned “Activities Involving 
Charges Not Subject to Regulation in All Jurisdictions.” 

Mr. Ropino (now presiding). They will be accepted. 

(The documents referred to follow :) 

JANUARY 11, 1956. 
United States of America v. Western Electric Company, Inc., and American 

Telephone and Telegraph Company—Civil Action 17-49 
Epwarp A. Foote, Esq. 

Department of Justice, Antitrust Division, 
Washington, D. C. 

Dear Mr. Foote: In our recent discussions it was suggested that we write a 
letter in respect to the businesses now engaged in by American Telephone & Tele- 
graph Co, and its operating subsidiaries which may be affected by section XI 
of the proposed final judgment. 

As we indicated in the course of our discussions, the businesses affected are 
those covered by clause (d) of section XI; namely, the leasing and maintaining 
of private communications systems for customers other than the plaintiff or any 
agency thereof. This includes private mobile and point-to-point radio communi- 
cations systems and some private intercommunicating and signaling systems, to 
the extent that the charges for these services or facilities are not and do not 
become subject to public regulation. 

I am presently aware of no other service or business which is offered or en- 
gaged in by American Telephone & Telegraph Co. or its operating subsidiaries 
which would be affected by section XI. 

Yours very truly, 
Horace P. MOvuLtTon. 
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MEMORANDUM FOR THE FILES 


In discussions with the Department of Justice this week which led to the 
drafting of section X of the final judgment as it appears in the draft of De- 
cember 21, 1955, delivered to the Department this morning, we enumerated 
orally, at the request of the Department, the activities now engaged in by 
A. T. & T. or the Bell operating companies or their subsidiaries (other than 
Western and its subsidiaries), the charges for which are not subject to regula- 
tion in all jurisdictions. All of the activities listed on the attached memoran- 
dum (which I had with me) were discussed in detail. Except for the leasing 
and maintenance of facilities for private radio systems, which is specifically 
dealt with in section X, the Department representatives agreed that all such 
activities were proper and permissible under section X. The only reason why 
some of them were not specifically listed in section X is that, in the view of 
all concerned, they are so clearly incidental to the furnishing of common-car- 
rier communications services that listing was unnecessary. The same is true 
of the activities of Bell Telephone Laboratories, Inc., with which the Depart- 
ment representatives are thoroughly familiar. 


Horace P. Mouton. 


ACTIVITIES INVOLVING CHARGES Not SUBJECT TO REGULATIONS IN ALL 
JURISDICTIONS 


1. The leasing and maintenance of facilities for private radio systems. 
2. Interior communicating systems. 


3. Experimental and developmental facilities and services furnished ini- 
tially to a few customers on a private contract basis. 
4. Advertising in telephone directories and leasing street address directories. 


5. Municipal emergency reporting systems (police and fire) furnished under 
private contracts. 


6. Furnishing channels to Western Union and other common carriers, includ- 
ing “miscellaneous common carriers.” 


- 


7. All intrastate service in Iowa and all intrastate service in Texas except 
exchange service in municipalities. 

8. Billing and collecting charges for telegrams for Western Union. 

9. Leasing to tenants space in buildings and other realty not presently used 
for common-carrier service. 


10. Private contract services to the Government, e. g., training, construc- 
tion, ete. 

11. License contract service of A. T. & T. (Bell of Canada). 

12. Arrangements with other utilities for joint use of poles, crossarms, 
etc., and granting pole attachment rights to community antenna systems. 

Mr. Materz. It is correct, Mr. Moulton, that section XI of the pro- 
posed final judgment is now section V of the final judgment? 

Mr. Mouton. I believe that was the renumbering, subject to check. 

May I say that those two documents are not—strike that. Those 
are two separate documents. 

Mr. Materz. Very well. 

Is it a fact that the Department of Justice representatives suggested 
in the course of these negotiations what you refer to as a general in- 
junction against sin, that is, dividing markets, customers, territorial 
agreements, not to compete, and so forth? 

Mr. Moutton. Yes. 

Mr. Matrerz. Were you willing to take such a provision which is 
presently included in paragraph XV on the basis that there would 
be nothing to undo? 

Mr. Movtron. That is correct. Of course, this injunction, as all 
injunctions, was aimed at the future and was based on allegations 
having to do with agreements which we had entered into in the past. 
Had there been no record on which the Department could have as- 
serted a need for this relief, we would have resisted it. Not that I am 
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admitting there were any violations in the past, ».' there were cer- 
tuin agreements which were under substantial crivicism, and so this 
‘vas put in the judgment presumably for that purpose. 

Mr. Materz. An important concession the defendants made to the 
Department’s representatives, I take it, is te provision in the de- 
cree requiring A. T. & T. as a practical matter to license all its pre- 
decree patents royalty free to any applicant other than RCA, Gen- 
eral Electric, and Westinghouse / 

Mr. Moutron. That is very significu:t. 

Mr. Materz. And patents issued after the decree are required to 
be licensed at a reasonable royalty; is that right 

Mr. Moutron. Yes; without time limitation. 

Mr. Maerz. The committee will later have a number of detailed 
questions about the patent licensing provisions of the decree. 

At this juncture, is it not true that A. T. & T. is not required to 
license any of its patents except upon condition that upon the re- 
quest of A. T. & T. the applicant must grant back to A. T. & T. licenses 
at reasonable royalties for any equipment useful in furnishing com- 
mon-carrier communications and services ? 

Mr. Moutton. Yes; and, if you like, I can give you the rationale 
of that provision. 

Mr. Materz. Will you answer the question yes or no at this point 
and there will be a number of questions on this at a later point. 

Mr. Moutron. Yes. 

Mr. Materz. To put it another way, it is correct, is it not, that any 
applicant must, at the defendant’s request, grant the defendant 1i- 
censes at reasonable royalties for any equipment useful ‘n furnishing 
common-carrier communications and services as a condition to obtain- 
ing any licenses under the defendant’s patents? 

Mr. Mounron. Yes. 

Mr. Maerz. Mr. Chairman, at this point I would offer in evidence 
a series of documents—would you like me to take the time to identify 
each ? 

Mr. Roprno. Can we identify the series? 

Mr. Moutron. Can we look at those, without encumbering the rec- 
ord, just to get an idea of what is going in? 

Mr. Matetz. Yes. 

A suggestion has been made, Mr. Chairman, that these be offered 
in evidence at this point, subject to examination by Mr. Cox and Mr. 
Moulton. Would that be satisfactory ? 

Mr. Movuton. Yes. These are from our files ? 

Mr. Materz. Yes; indeed. 

Mr. Mouton. Certainly, of course. 

Mr. Roptno. Subject to that reservation, they will be accepted. 

(The documents referred to appear at p. 2502 through 2539.) 

Mr. McCutiocn. Off the record. 

(Discussion off the record.) 

Mr. Maretrz. Mr. Chairman, may I suggest that the drafts of the 
decree and miscellaneous accompanying documents be made an ap- 
pendix to the record ? 

Mr. Roptno. I don’t see why not, if there is no objection. 

(The documents referred to appear as appendix V at p. 4302.) 

Mr. McCctiocn. Well, again off the record. 
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( Discussion off the record. ) 

Mr. Ropino. Why don’t counsel get together and decide what 
would be useful and pertinent so that we don’t encumber the record / 

Mr. Maerz. Very well, sir. 

Mr. Roprno. All right, then, they will be admitted on that basis. 

Mr. Maerz. Yes. 

Mr. Moulton, I show you two documents which were supplied by 
A. T. & T. to the subcommittee. The first is captioned, “(Questions 
and Answers Relating to the Antitrust Consent Decree.” 

The second is captioned, “Questions and Answers Regarding the 
Consent Decree.” 

Mr. Movtton. Those I believe were documents that came from 
Western Electric’s files. 

Mr. Materz. Do you know who prepared these documents ‘ 

Mr. Movutron. No. Somebody in the public relations department 
of Western Electric, I infer, but I don’t know who. 

(Mr. Celler resumed the chair.) 

Mr. Maerz. Mr. Chairman, let me ask Mr. Moulton this question ‘ 

Were these two documents prepared for the use of Mr. Kappel ? 

Mr. Moutton. No. 

Mr. Maretrz. What was the reason for their preparation ? 

Mr. Mouton. Well, let me put it this way. In our business we 
have public information departments and when anything significant 
_ appens and they think they may be getting questions from the press 

r from the outside, it is their habit to get up a long list of questions 
cal then try to write answers to them so that they will have these 
available in the event the question is asked. 

You may recall that public relations people are not usually right 
on the firing line and aren’t completely familiar with these things, so 
they write up questions and answers. I might say sometimes the an- 
swers are not in accordance with the tee hnical requirements of a law- 
yer’s viewpoint, but they are answers. 

Mr. Materz. The first document entitled “Questions and Answers 
Relating to the Antitrust Consent Decree” has a hand-written nota- 
tion in the upper right hand corner, does it not 

Mr. Mouton. Yes. 

Mr. Marerz. Would you read that hand-written notation / 

Mr. Movtton. “Coordinated set for use of A. T. & T. Co. red in- 
sertions added by W. E. for use by Stong—I will guess—press con- 
tacts and inquiries. FRK.” 

Mr. Maerz. Who is FRK? 

Mr. Mouton. That is Mr. Kappel’s initials. 

Mr. Maerz. Does the second document “Questions and Answers 
Regarding the Consent Decree” also have a handwritten notation in 
the. upper ‘right- hand corner? 

Mr. Mouton. Yes. 

Mr. Maerz. Please read that. 

Mr. Movurron (reading) : 

Questions and answers for Stong’s use on newspaper inquiries. FRK. 


Mr. Maverz. Mr. Chairman, with your permission I will read those 
two documents. 
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The first document : 
Questions and Answers—— 


The Cuarrman. What is the date of it? 
Mr. Maerz. They are both undated, Mr. Chairman. 


QUESTIONS AND ANSWERS RELATING TO THE ANTITRUST CONSENT DECREE 


1. What does the decree actually mean to the Bell System ? 

The general relationship among units of the Bell System is not affected. 

The decree does confine the activities of the system to common carrier com- 
munications services, i. e., those that are subject to public regulation, with 
certain specified exceptions such as classified director service and services 
furnished to the United States Government. 

2. Does the decree affect relationships with the BTL or limit in any way the 
research activities of the BTL? 

No, it has no effect whatsoever on the relationships and does not in any way 
curtail BTL activities. 

3. What services is the Bell System prohibited from furnishing? 

The system is prohibited from furnishing any service which is not subject 
to public regulation, such as certain private mobile and point-to-point radio 
systems and private intercommunicating and signaling systems. 

4. Can the W. E. Co. continue to work on defense jobs, such as Nike, Sage. 
the DEW line, etc.? 

Yes, any and all services performed by any unit of the Bell System for the 
United States Government are excluded from the terms of the decree. 

5. Is Exchange Teletypewriter (TWX) Service affected in any way by the 
order? 

No. 

6. Will the decree adversely affect Bell System revenues, and, if so, to what 
extent? 

Yes, but not significantly. 

7. Will the W. E. Co. charge the associated companies higher prices for equip- 
ment to make up for the loss of revenue from patents which it owns or controls? 

To the extent that revenues from patent licenses are reduced or expenses of 
acquiring licenses are increased there would be a tendency for this to be re- 
flected in W. E. Co. prices. However, the amounts of money involved are rela- 
tively so small compared to total W. E. Co. billing to the system that price 
increases to any associated company would be negligible. 

8. Will the decree increase Bell System expense in securing licenses under 
the patents of others? 

It would have that tendency but the amount cannot now be estimated. 

9. Will the compulsory licensing requirements of the decree affect Bell 
System operations or be advantageous to independent telephone equipment 
manufacturers? 

No, the decree simply makes compulsory the patent licensing practices which 
have been followed by the Bell System for a number of years. 

10. Do the compulsory requirements on the furnishing of technical informa- 
tion to licensees offer any advantages to independent telephone equipment 
manufacturers? 

Not particularly, but could be of value to them if they took advantage of it. 

11. Will the Bell System’s position with respect to foreign patents be affected ? 

No. 

12. What is technical information as distinct from patents? 

Technical information includes drawings and specifications useful in the man 
ufacture of a product which may embody the inventions covered by one or more 
patents. 

13. How many patents are covered by the royalty-free provisions of the 
decree? 

About 8,600. 

14. What important patents are covered by the royaly-free provisions? 

A number of basic patents involving such items as transistors, microwave 
transmission systems, vacuum tubes, carrier systems, etc. 

45. Do the FCC and State commissions regulate W. E. Co. at present’ 
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Not directly, but through regulation of the rates the companies charge for 
services and of prices they pay for equipment they buy, the commissions do in- 
directly regulate W. E. Co. prices. 

16. In the future, can independent telephone companies buy telephone equip- 
ment from the W. E. Co. and, tf so, can they buy it at the prices quoted to Bell 
System companies? 

Nothing in the decree prohibits W. E. Co. from selling or requires them to 
sell to the independent telephone companies. As a matter of practice W. E. Co. 
sells very little equipment to companies outside of the Bell System except to the 
United States Government. 

There is nothing in this decree that changes in any way what we have been 
doing in the way of selling directly, or prices to the independent companies. It 
does, however, retain jurisdiction, and they are in a position to go to the court 
and order us to sell to the independent companies at nondiscriminatory prices or 
not to sell to them at all. But we will have to do it in our own way. We cannot 
do it through an exclusive distributorship. 

Nondiscriminatory price means we would use the same costs that we use in 
determining prices to the Bell System, but it could cost us more to sell to them, 
and that would be nondiscriminatory so long as we did not charge them a higher 
percentage profit. 

17. Why don’t the independent telephone companies buy more from the W. E. 
Co.? 

The W. E. Co.’s price function is to supply the Bell System and there are 
adequate other sources of supply available to the independent comapnies. 

Our business is to take care of the Bell System, and the independent com- 
panies are not in the Bell System. There are other sources to take care of their 
needs. 

18. Will the decree permit independent manufacturers to increase their busi- 
ness with the Bell System? 

Nothing in the decree really changes the present situation. There has been an 
open door to the independent manufacturers to offer to the Bell System any 
items which they can produce better and at more favorable prices than can 
W. E. Co. ; 

Nothing changed from present situation. They have always been able to do 
business with the Bell System. 

19. Under the decree will W. E. Co. have to eliminate some of its operations? 

W. E. Co. is prohibited from making anything that it doesn’t sell to Bell 
System companies or to the United States Government. Operations that must 
be eliminated are not substantial. 

We are pretty sure we will have to divest ourselves of Westrex Corp., but so 
far as we know we will have to discontinue the manufacture of only a few minor 
things. We have 3 years and are not compelled to dispose of anything except on 
fair terms and for a reasonable consideration. Our business today, with the 
exception of Westrex, is essentially making things for the Bell System. 

20. Does the decree prevent the Government from bringing suit again on these 
issues under the Sherman Act? Is there any appeal possible for the Bell System? 

This is a final judgment insofar as the complaint is concerned and, in the 
absence of changed conditions, the issues from the point of view of both the 
Government and the Bell System are settled. 

There is no point to the question on appeal. This is a final judgment as far 
as the complaint is concerned, unless something substantially different develops. 
It can only be reopened on the basis of a new case because of substantially 
changed conditions. The fact remains that this is a negotiated consent decree, 
and final judgment means both parties and the judge consider this a final settle- 
ment, 

21. Have other Government departments urged or opposed this settlement? 

Don’t know. 

22. How much has the processing of this case cost the Bell System? 

It is probably not possible to estimate a dollar figure. However, the time and 
effort of many of the Bell System’s most competent people have been devoted to 
this case over a period of years instead of to the operation of the business. Also, 
substantial expenses have been incurred in preparing records and documents for 
presentation. Taking these factors into consideration the real cost to the system 
would certainly add up to a large amount. 

23. Does this decree affect Western Union in any way? 

No. 
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24. What is the significance of the reservation of jurisdiction to the court with 
respect to the sale of nontelephone apparatus and the lease of circuits to Western 
Union? 

We believe the reservation to the Government of rights to seek orders from the 
court is to insure that such present arrangements between the Bell System and 
Western Union could be continued so long as this is in the public interest. 

There is nothing in this decree that changes anything we are now doing for 
Western Union, nor does it require us to do anything. The decree retains the 
right for them to do something about it if for any reason they wish to do so. 

25. How do you feel about the judgment? 

While the terms of this decree are stringent they do recognize the position 
we have held from the beginning that supervision by Federal and State regu- 
latory bodies safeguards the public interest. We believe the long-standing rela- 
tionships among the manufacturing, research, and operating functions of the Bell 
System are in the public interest and under the decree they remain intact. 

We are principally interested in getting on with the business of giving tele- 
phone service. 

26. Have any of the Bell System’s practices been illegal? 

We know of nothing that has been illegal. We consented to this decree 
because we wish to put our affairs beyond any fair criticism. 


Mr. Movttron. Mr. Maletz—— 

The CuHarrMan. Let him finish the next one. 

Mr. Maerz. The next one is entitled “Questions and answers re- 
garding the consent decree.” 

It reads as follows, Mr. Chairman: 


QUESTIONS AND ANSWERS REGARDING THE CONSENT DECREE 


1. What effect will the decree have on the scope of Western’s future 
activities ? 

Three years after the date of the decree Western and its subsidiaries will 
be confined to the manufacture of equipment of a type sold to the operating 
companies of the Bell System, except for business with the United States 
Government. 

2. Does that mean that Western will sell equipment only to the Bell System 
and the United States Government? 

No, equipment of a type sold to the Bell System may be sold to others. 

3. How about sales to others of equipment made for the Government? 

Depends on our contract with the Government and the product involved. 

4. What part of its present business will the decree require Western to 
discontinue? 

The business of Westrex Corp., a subsidiary that furnishes sound recording 
equipment in this country and also sells theater equipment and other items 
abroad, will be disposed of during the 3-year period if a purchaser can be 
found at a fair price and on reasonable terms. I cannot be specific about what 
else must be discontinued. Other business will be discontinued but the business 
of Westrex will be the main thing. 

5. What does the business of Westrex amount to? 

It is currently running about $16 million a year sales. 

6. Will the decree have any effect on Western's business with the Bell 
companies ? 

No, Western will continue to perform the same functions it now performs 
for its affiliated companies. 

7. What does that business amount to normally? 

In 1955 it was over a billion dollars. 

8. What was your Government business in 1955? 

About a half billion, I believe. 

9. What is the thinking behind a settlement that requires Western to dis- 
continue only a minute fraction of its present business and leaves intact the 
business it was charged with monopolizing? 
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The premise of the decree is that Western's functions as the manufacturing 
and supply department of the Bell System are legal but that, except for Gov- 
ernment work, Western should be confined to those functions and A. T. & T. 
and its operating subsidiaries should be confined to furnishing regulated com- 
munications services. 

10. But a decree that requires you to discontinue about 1 percent of your 
business certainly does not hurt you. 

Of course, that is only one feature of the decree, and its real significance 
is its restriction on Western’s future expansion into other fields. For years 
now Western has been unable to satisfy the demand of the Bell System and 
the Government and has had no incentive to enter other fields. That situation 
could change in the future, but this decree confines Western to the business 
of the Bell System and the Government. 

11. What are the other main features of the decree? 

The provisions that will have the greatest immediate impact are those relat- 
ing to the licensing of patents and the furnishing of technical information. 

12. What is the effect of those features? 

The patent licensing provisions are unprecedented. About 8,600 existing 
patents must be licensed royalty free and compulsory licensing of future pat- 
ents is imposed without any time limit. 

13. But other decrees have required royalty-free licensing of existing patents. 

Yes, but never covering such a large number of patents and for any purpose, 
I am told. Also, all other decrees have some time limit on the requirement to 
license future patents. 

14. What will be the annual cost to Bell System of royalty-free licensing? 

It is difficult to estimate but it will certainly run several millions a year for 
some years. 

15. The loss will be less than the present royalty income, will it not? 

No, it will probably be more. That income (amounting to about $3 — a 
year will be lost, but also the system loses the trading value of its existing 
patents in obtaining rights under the patents of others. 


And then there is a notation opposite No. 15, Mr. Chairman, read- 
ing “Dueck!” 


16. Does the decree require that any royalties be refunded ? 

No, an existing licensee may apply for a royalty-free license under existing 
patents but the royalty-free feature will apply only to the future. 

17. What is the significance of the retention of jurisdiction in section XXII 
of the decree? 

That section will allow the Government to seek additional orders relating 
to the specified situation whenever it considers that the public interest so 
demands. 

18. Does Western now sell telephone equipment to the independent operating 
telephone companies? 

Yes, equipment is made available through a distributor but the amount is not 
great. The independent companies are mainly supplied by independent tele- 
phone manufacturers. 

19. Has Western stayed out of the independent market to protect independent 
manufacturers? 

It has long been Western's policy not to seek business in the independent 
market. Its facilities are required for the Bell System. 

20. This provision allows th court to say whether Western shall sell or re- 
frain from selling to the independent companies in the future? 

That is right, if the Department of Justice applies for an order. 

21. Will Western change its present policy regarding sales to the independents 
in view of this decree provision ? 

The decree requires no change and none is contemplated. 


26086 O—5S8—pt. 2, vol. 2 } 
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(The documents referred to are as follows :) 


QUESTIONS AND ANSWERS os try, 


Relating to Tne Antitrust Consent Decree 


l. Wnat does the decree actually mean to the Bell System? 


The general relationship among units of the Bell 
System is not affected. 


The decree does confine the activities of the Systen 
to common carrier comiunications services, i.e., those 
that are subject to public regulation, with certain 
specified exceptions such as classified directory service 
and services furnished to the U. 8. Government. 


2. Does the decree affect relationships with the B.T.L. or 
limit in any wey the research activities of the B.T.L.? 
No, it has no effect whatsoever on the relationships 
enc does not in any way curtail B.T.L. activities. 
3. What services is the Bell System prohibited from furnishing? 
The System is prohibited from furnishing any service 
which is not subject to public regulation, such 4s certéein 


private mobile and point-to-point radio systems and private 
intercommunicating and signalling systems. 


4. Can the W.E.Co. continue to work on defense jobs, such as 
Nike, Sage, the DEW line, etc.? 
Yes, any and all services performed by any unit of 


the Bell System for the U.S. government are excluded 
from the terms of the decree. 


5. Is Exchange Teletypewriter (TWX) Service affected in any 
wey by the order? 
No. 
6. Will the decree adversely affect Bell System revenues, and, 
if so, to what extent? 
Yes, but not significantly. 





10. 


ll. 


12. 


13. 
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Will the W.E.Co. charge the Associated Companies higher prices 
for equipment to make up for the loss of revenue from patents 
which it owms or controls? 


To the extent that revenues from patent licenses are 
reduced or expenses of acquiring licenses are increased 
there would be a tendency for this to be reflected in 
W.E.Co. prices. However, the amounts of money involved are 
relatively so small compared to total W.E.Co. billing to the 
System that price increases to any Associated Company would 
be negligible. 


Will the decree increase Bell System expense in securing 
licenses under the patents of others? 


It would have that tendency but the amount can not 
now be estimated. 


Will the compulsory licensing requirements of the decree 
affect Bell System operations or be advantageous to 
inderendent telephone ecuipment manufacturers? 


No, the decree simply makes compulsory the patent 


licensing practices which have been followed by the 
Bell System for a number of years. 


Do the compulsory requirements on the furnishing of technical 
information to licensees offer any advantages to independent 
telephone equipment manufacturers? 


Not particularly, but could be of value to them if 
they took adventage of it. 
Will the Bell System's position with respect to foreign 
patents be affected? 


No. 


What is technical information as distinct from patents? 
Technical information includes drawings and specifica- 


tions useful in the manufacture of a product which may 
embody the inventions covered by one or more patents. 


How many petents are covered by the royalty-free provisions 
of the decree? 


About 8600. 
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14. What important patents are covered by the royalty-free 
provisions? 


A number of basic vetents involving such items as 
transistors, microwave transmission systems, vacuum 
tubes, carrier systems, etc. 


15. Do the F.C.C. and State Commissions regulate W.2.Co. at 


present? 


Not directly, but through regulation of the rates the 
companies charge for services and of prices tney pay for 
equipment they buy, the Commissions uo indirectly regulate 
We E. Co. prices. 


16. In the future, can independent telenhone companies buy 
telephone equipment from the i:.i.Co. and, if so, can 
they buy it at the prices quoted to Bell System Companies? 


Nothing in the decree prohibits W..Co. from selling 
or requires them to sell to the indepvendent telephone com- 
penies. As a matter of practice W.E.Co. sells very little 
equipment to companies outside of the Bell System except 
to the U.S.Government. 


There is nothing in this decree tnzet changes in any 
way what we heve been coing in the way of selling directly, 
or prices to the independent companies. It Coes, however, 

etain jurisdiction, anc they are in a position to go to 
the court and order us to sell to tne indecencent companies 
at non-disccriminatory prices or not to sell to them at all. 
But we will heve to do it in our own wey. We cannot do it 
through an exclusive distributorship. 


Non-discriminatory price means we would use the same 
costs thet we use in cetermining prices to tne Bell Systen, 
but it could cost us more to sell to them, anc that would be 


non-Giscriminatory so long as we did not cherge them a higher 
percentage profit. 


17. Why don't the independent telephone companies buy more from 
the W.E.Co.? 


The W.E.Co.'s price function is to supply the Bell 
System and there are adequate other sources of supply avail- 
able to the indevendent companies. 


Our business is to take care of the Bell System, and 
the independent companies are not in the Bell System. There 
are other sources to take care of their needs. 





18. 


19. 
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Will the decree permit independent manufacturers to increase 
their business with the Bell System? 


Nothing in the decree really changes the present 
situation. There has been an open door to the independent 
manufacturers to offer to the Bell System any items which 
they can produce better and at more favorable prices 
than can W.E.Co. 


Nothing changed from present situation. They have 
always been able to do business with the Bell System. 


Under the decree will W.E.Co. have to eliminate some of its 
operations? 


W.E.Co. is prohibited from making anything that it 


doesn't sell to Bell System Companies or to the U.S.Govern- 
ment. Operations that must be eliminated are not substantial. 


We are pretty sure we will have to divest ourselves 
of Westrex Corporation, but so far as we know we will have 
to discontinue the manufacture of only a few minor things. 
We have three years and are not compelled to dispose of 
anything except on fair terms and for a reesonable con- 
sideration. Our business today, with the exception of 
Westrex, is essentially meking things for the Bell System. 


Does the decree prevent the government from bringing suit 
again on these issues under the Sherman Act? Is there any 
appeal possible for the Bell System? 


This is a final judgment in so far as the complaint 
is concerned and, in the absence of changed conditions, 
the issues from the point of view of both the government 
and the Bell System are settled. 


There is no point to the question on appeal. This 
is a final judgment as far as the complaint is concerned, 
unless something substantially different develops. It 
can only be reopened on the basis of a new case because 
of substantially changed conditions. The fact remains 
that this is a negotiated consent decree, anc final 
judgment means both parties and the judge consider this 
a final settlement. 


Have other government departments urged or opposed this 
settlement? 


Don't know. 
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22. How mich has the processing of this case cost the 
Bell System? 


It is probably not possible to estimate a $ figure. 
However, the time and effort of many of the Bell System's 
most competent people have been devoted to this case over 
a period of years instead of to the operation of the 
business. Also substantial expenses have been incurred 
in preparing records and documents for presentation. 
Taking these factors into consideration the real cost-to 
the System would certainly add up to a large amount. 


23. Does this decree affect Western Union in any way? 
No. 


24. What is the significance of the reservation of jurisdiction 
to the Court with respect to the sale of non-telephone 
apparatus and the lease of circuits to Western Union? 


We believe the reservation to the government of 
rights to seek orders from the Court is to ensure that 
such present arrangements between the Bell System and 
Western Union could be continued so long as this is in 
the public interest. 


There is nothing in this decree that changes anything 
we are now doing for Western Union, nor does it require 
us to do anything. The decree retains the right for them 
to do something about it if for any reason they wish to 
do so. 


25. How do you feel about the judgment? 


While the terms of this decree are stringent they do 
recognize the position we have held from the beginning that 
supervision by Federal and State regulatory bodies safeguards 
the public interest. We believe the long-standing relation- 
ships among the manufacturing, research and operating 
functions of the Bell System are in the public interest 
and under the decree they remain intact. 


We are principally interested in getting on with the 
business of giving telephone service. 


26. Have any of the Bell System's practices been illegal? 


We kmow of nothing that has been illegal. We con- 
sented to this decree because we wish to put our affairs 


beyond any fair criticism. 





ve 


CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 2437 


OnrenEiwn o— wr? 


Mowe ow 
fhe Pacem po pen ? 
tions d e t cons ee. “ 


What effect will the decree have on the scope of Western's 
future activities? 


Three years after the date of the decree Western and its 
subsidiaries will be confined to the manufacture of equip- 
ment of a type sold to the operating companies of the Bell 
System, except for business with the United States Govern- 
ment. 


Does that mean that Western will sell equipment only to 
the Bell System and the United States Government? 


No, equipment of a type sold to the Bell System may be 
sold to others. 


How about sales to others of equipment made for the 
Government? 


Depends on our contract with the Government and the 
product involved. 


What part of ‘its present business will the decree require 
Western to discontinue? 


The business of Westrex Corporation, a subsidiary that 
furnishes sound recording equipment in this country and 
also sells theater equipment and other items abroad, will 
be cisposed of during the three year period if a purchaser 
can be found "at a fair price and on reasonable terms". 

I cannot be specific about what else must be discontinued. 
Other business will be discontinued but the business of 
Westrex will be the main thing. 


What does the business of Westrex amount to? 
It is currently running about $16,000,000 a year sales. 
Will the decree have any effect on Western's business with 


the Bell companies? 


No, Western will continue to perform the same functions it 
now performs for its affiliated companies. 
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Te What does that business amount to normally? 


In 1955 it was over a billion dollars. 


8, What was your Government business in 1955? 


About a half billion, I believe. 


What is the thinking behind a settlement that requires 
Western to discontinue only a minute fraction of its present 
business and leaves intact the business it was charged with 
monopolizing? 


The premise of the decree is that Western's functions as 
fo the manufacturing and supply department of the Bell System 
7 are legal but that, except for Government work, Western 
should be confined to those functions and AT&T and its op- 
erating subsidiaries should be confined to furnishing regu- 
lated communications services, 


10. But a decree that requires you to discontinue about 1% of 
your business certainly does not hurt you. 


Of course, that is only one feature of the decree, and its 
real significance is its restriction on Western's future 
expansion into other fields. For years now Western has 
been unable to satisfy the demands of the Bell System and 
the Government and has had no incentive to enter other 
fields. That situation could change in the future, but 
this decree confines Western to the business of the Bell 
System and the Government. 


Bade What are the other main features of the decree? 
The provisions that will have the greatest immediate impact 


are those relating to the licensing of patents and the furnish- 
ing of technical information. 


12. What is the effect of those features? 


The patent licensing provisions are unprecedented. About 
8600 existing patents must be licensed royalty-free and 
compulsory licensing of future patents is imposed without 
any time limit. 











13. 


14, 


47. 


18. 


19. 
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But other decrees have required royalty-free licensing of 
existing patents. 


Yes, but never covering such a large number of patents and 
for any purpose, I am told. Also, all other decrees have 
some time limit on the requirement to license future patents. 


—_— 


What will be the annual cost to Bell System of royalty-free 
licensing? 


It is difficult to estimate but it will certainly run several 
millions a year for some years. 


OL OC oy ase 5 come 







The loss will be less than the present royalty income, will 
it not? 


No, it will probably be more. That income (amounting to 
about $ a year) will be lost, but also the System 
loses the trading value of its existing patents in ob- 
taining rights under the patents of others. 


a 





oe 


Does the decree require that any royalties be refunded? 


No, an existing licensee may apply for a royalty-free li- 
cense under existing patents but the royalty-free feature 
will apply only to the future. 


What is the significance of the retention of jurisdiction 
in Section XXII of the decree? 


That section will allow the Government to seek additional 
orders relating to the specified situations whenever it 
considers that the public interest so demands. 


Does Western now sell telephone equipment to the independent 
operating telephone companies? 


Yes, equipment is made available through a distributor but 
the amount is not great. The independent companies are 
mainly supplied by independent telephone manufacturers. 


Has Western stayed out of the independent market to pro- 
tect independent manufacturers? 


It has long been Western's policy not to seek business in 
the independent market. Its facilities are required for 
the Bell System. 
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This provision allows the Court to say whether Western 
shall sell or refrain from selling to the independent 
companies in the future? 


That is right, if the Department of Justice applies for 
an order. 
Will Western change its present policy regarding sales 


to the independents in view of this decree provision? 


The decree requires no change and none is contemplated. 
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The Cuatrman. To repeat part of this, “What is the thinking be- 
hind a settlement that requires Western to discontinue only a minute 
fraction of its present business and leave intact the business it was 
charged with monopolizing ?” 

And in another part, apparently the only discarding that Western 
Electric must do is 1 percent of their amount of manufacturing. 

It strikes me that aside from all other considerations you have re- 
ceived from the hands of the Department of Justice a very decided, 
thumping victory, to say the least, Mr. Moulton, and I congratulate 
you. 

Mr. Moutron. Thank you. But may I respond briefly / 

The CuarrmMan, Yes. 

Mr. Moutron. I think there is a little tendency in this hearing and 
outside this hearing to judge the merits or demerits of the decree by 
the penalty which is imposed on the defendants regardless of what 
the merits are. 

The Cuarrman. When I congratulated you, I meant to congratu- 
late you on your ability to be able to wangle so much out of the 
Department of Justice. I don’t want to congratulate you in the sense 
that I think this decree is in the public interest. I don’t think it is. 

Mr. Mouton. Well, that, of course, is where we have a difference 
of view, Mr. Chairman. I think considering the merits and the public 
interest involved here, this decree goes well beyond anything which 
would have been received had this case been litigated. 

Now, may I, Mr. Maletz, go back and make just one or two obvious 
observations on these questions and answers for the purpose of cor- 
recting the record, because there are some obvious errors in here that 
I would like to call to your attention. 

Mr. Maerz. Excuse me for a moment. 

Mr. Chairman, may I ask whether these two documents had been 
gone over by Mr. eee d 

Mr. Movtton. I don’t know whether they were. 

Mr. Marerz. I think his writing appears in both. 

Mr. Movtron. His writing appears in both. 

The CHarrman. Who is Mr. Kappel ? 

Mr. Movutron. He is the president of A. T. & T. He was then 
president of Western Electric. 

The CHarrmMan. He went over these questions and answers. 

Mr. Moutrton. I don’t know whether he went over them or not. 
He put some notes on them as to what they were, but whether he 
read them or not I don’t know. 

The CuarrMan. He initialed both documents. 

Mr. Mouton. He put notations at the top, but whether it is Mr. 
Kappel or anyone else, I would like to correct the record 

The Cuamman. Not only notations. He put his initials on them. 

Mr. Movtron. As to what they were, yes. But nonetheless, I would 
like to make one or two observations with reference to them and they 
relate to the first of the two documents. 

One is question 11 and these are not all the qualifications I would 
place here, but I think these are obvious ones. 

Question 11 is “Will the Bell System’s position with respect to 
foreign patents be affected ¢” 

The answer is “No.” 
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As I have already pointed out, our position with reference to 
foreign patents is affected by reason of the grant of foreign immunity 
clause. I would also like to point out that in connection with the 
effect of the decree on Western Electric, and more particularly as to 
what Western Electric had to divest itself of, there is no mention here 
of either Teletypesetter or of the railway signaling business, and as 
the record has ‘diaoend) both of those have been divested pursuant to 
this decree. 

Third, there is a statement here—— 

Mr. Maerz. Excuse me. Mr. Moulton, with respect to this last 
answer of yours, there is reference, is there not, in question 19, of the 
document entitled “Questions and Answers Relating to the Antitrust 
Consent Decree”, not only to Westrex Corp., but aleo to the discontin- 
uance of the manufacture of a few other minor things ¢ 

Mr. Movtton. Well, then, my point goes to the few minor things. 

don’t think the divestiture of Teletypesetter was a minor thing on 
any basis. 

Mr. Materz. What are the annual sales of Teletypesetter / 

Mr. Movtron. That is in the record. 

The CHarrman. It is a very small amount compared to Western 
Electric. 

Mr. Movuuron. Comparatively; but, in the absolute, I would like to 
own it. 

Mr. Maerz. Can you refresh your recollection and tell us what the 
annual sales of Telety pesetter w ere? 

Would Teletypesetter’s gross revenue be about $6.8 million a year? 

Mr. Moutron. I wish I could accept that. It would make my point 
better; but it actually was about $2.4 million. 

Mr. Marerz. Would the gross revenue from the manufacture and 
sales of railroad signaling equipment be about $250,000 ? 

Mr. Movutron. I saw that figure someplace in these papers. I have 
no independent FaCapeenaen: 

Mr. Materz. Between $250,000 and $280,000 a year. 

Is that approximately right ¢ 

Mr. Movtron. Yes, approximately. 

The CHatrmMan. What is the total manufacturing of Western 
Electric ? 

Mr. Movutron. A couple of billion. 

With reference to question 23, oe this decree affect Western 
Union in any way ?”, where the answer is “No”, there is one thing in 
this decree which hasn't been referred a and that is that this decree 
precludes us from engaging in the message telegram business, and I 
think that can fairly be said to affect Western Union. 

The CuatrmMan. You mean it helps Western Union. 

Mr. Movtron. Yes. Affects. 

The CuarrMan. I hope there will be some limitation on what A. T. 
& T. can do. 

Mr. Movutron. Well, we are trying to do our best to give the public 
service. 

Mr. Maerz. Mr. Chairman. 

Mr. Moulton, do you recall a document being offered for the record 
at page 173 of the transcript of testimony on March 27, 1958, consist- 
ing of certain handwritten notes of Mr. Clifford W. Smith ? 
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Mr. Moutron. I remember those handwritten notes, vaguely. 

Mr. Maerz. Would you read the next to the last paragraph and 
then the last paragraph ! 

Mr. Movutron (reading) : 

Hope we appreciate nothing held back. 


Mr. Maerz. Before that does it say “FRK Summary”? 
Mr. Mouton. Yes. I’m sorry. Perhaps I was being overly pre- 
cise, 


FRK SuMMARY 


Hope we appreciate nothing held back. Use discretion in passing along. 
Don’t brag about having won victory or getting everything we wanted. 

The CHairMan. Who said this, Mr. Moulton ? 

Mr. Movtron,. It says “FRK Summary.” Whether he said it I 
don’t know. 

Mr. Maerz. These are notes of Mr. Clifford W. Smith, based on 
certain talks given by Mr. Kappel; is that correct ? 

Mr. Moutron. This is that Kind of second-hand evidence. 

Mr. Maerz. Is that correct to the best of your knowledge? 

Mr. Mouton. I have no knowledge except as appears on the face 
of this, and I assume that is what it is, if you tell me that is what it is. 

We took a bad licking, especially on patents and technical information. 

The CHatrman. This is the writing of Mr. Smith; is that right? 

Mr. Moutton. This is the writing of Mr. Smith. 

The CuarrMan. He is the sales manager of Western Electric Co.? 

Mr. Mouuron. Yes. 


Antitrust suit disposed of— 


The CuarrMan. Just a minute. 

He was taking notes at the time of the statement made by Mr. 
Kappel, who was president of the A. T. & T. 

Mr. Mouton. No. He was president of Western Electric. 

The CHarrman. Excuse me. 

And now he is president of A. T. & T. 

Mr. Mouton. Yes. 

The CHarrmMan. At the time these notes were taken, Mr. Kappel 
was president of Western Electric, and these are notes that Mr. Smith 
jotted down concerning the statement made by Mr. Kappel. 

Mr. Moutron. Yes. They purport to be. Their accuracy I can’t 
vouch for. 

Mr. Materz. Would you begin again, Mr. Moulton ? 

Mr. Movunron (reading) : 


FRK SuMMARY 


Hope we appreciate nothing held back. Use discretion in passing along. 
Don’t brag about having won victory or getting everything we wanted. We took 
a bad licking, especially on patents and technical information. Antitrust suit 
disposed of but still have politicians, etc., to think of. 

Going to give each—— 

Mr. McCutuocu. I missed that. 

The CuairMaAN. Repeat that last part. 

Mr. Movuttron. You mean the very last thing I read, or the other? 


Antitrust suit disposed of but still have politicians, etc., to think of. 
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The Cuarrman. Off the record. 

( Off the record.) 

Mr. Materz. Mr. Chairman, at this point I would offer in evidence 
a document entitled : 


Notes with Respect to the Proposed Consent Decree in the Western Electric 
Antitrust Action. 


I would also offer the annual reports of A. T. & T. and Western 
Electric for 1955 through 1957. 

Finally, I would offer, Mr. Chairman, a brochure covering in sum- 
mary form the history, corporate organization activities, and national 
position of Westrex and its subsidiaries. And May I suggest, Mr. 
Chairman, that the annual reports of Western Electric and A. T. & T., 
together with the brochure covering Westrex, be included as an ap- 
pendix to the record. The documents referred to appear as Appendix 
IV at p. 4107. 

The Cuatrman. That will be accepted, and included in the appen- 
dix of the record. 

(The material referred to is as follows :) 


[Private and confidential] 


Notes WITH RESPECT TO THE PROPOSED CONSENT DECREE IN THE WESTERN 
ELECTRIC ANTITRUST ACTION 


The proposed decree is the result of 2 years of negotiations in which the 
Department of Justice demanded, successively, that Western be divorced, that a 
portion of its manufacturing facilities be divested, and that it be restricted to 
manufacturing a percentage of Bell System requirements. The Government was 
dissuaded from insisting upon those demands, however, and the decree contains 
nothing of that character. 

The decree is founded on the premise that it is legal for Western to remain a 
part of the system and to manufacture the equipment the system uses in furnish- 
ing communications services that are subject to regulation and to perform its 
other functions for the Bell System. The theory is that, on the one hand, the 
regulatory process adequately protects the public in the furnishing of regulated 
communications services and in the manufacture of equipment for use in such 
services; but, on the other hand, that the operating units of the Bell System 
should not engage in any unregulated activities, and Western, the system’s 
manufacturing unit, should be confined to activities in which it engages for the 
Bell System and which, therefore, are indirectly subject to regulation. Except- 
ing work for the Government and other exceptions that will be noted below, the 
decree will so confine the future activities of the system. 

The decree confines A. T. & T. and its operating subsidiaries to the furnishing 
of common carrier communications services, which are defined as communica- 
tions services (other than message telegram service) the charges for which are 
actually subject to regulation or would be subject to regulation if the services 
were furnished in interstate commerce. However, it is provided that the pro- 
hibition shall not apply to (a) services to the Federal Government, (b) experi- 
mental work, (c) furnishing circuits to other communications carriers, (d) 
directory advertising, (e) advice or assistance to other communications carriers, 
or (f) businesses or services incidental to the furnishing by A. T. &. T. or its 
operating subsidiaries of such regulated communications services. 

There is also excepted, but only for a period of 5 years from the date of the 
decree, the leasing and maintaining of facilities for private communications 
systems to persons who are lessees of Bell System operating units 45 days after 
the date of the decree. Thus within 5 years the system must be out of this 
business for customers other than the Federal Government and its agencies. 
except insofar as the charges are now or become subject to regulation. 

After 3 years from the date of the decree Western will be limited to the 
manufacture of equipment of a type sold to companies of the Bell System and 
to other activities of a type or character engaged in for the Bell System com- 
panies, except for business for the Government. Under this provision Western 
will have to discontinue the manufacture either by itself or its subsidiaries 
of anything not manufactured for the Bell System or the armed services. 
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Western is also ordered to maintain cost-accounting methods that conform 
with generally accepted accounting principles and afford a valid basis for 
determining the cost to Western of equipment sold to the operating units of 
the System. 

The decree requires that any applicant be licensed under all existing or 
future United States patents of the System for any equipment, and the pro- 
vision has no time limit. Patents issued prior to the date of the decree, under 
which GE, RCA, and Westinghouse were licensed under the so-called B—-2 agree- 
ments, are to be licensed royalty-free, but the other parties to those agreements 
must grant royalty-free licenses to us in order to obtain royalty-free licenses. 
Patents issued subsequent to the date of the decree are to be licensed at reason- 
able royalties. Any applicant must grant us licenses at reasonable royalties 
for any equipment useful in furnishing common-carrier communications services 
as a condition to obtaining any.licenses under our patents. 

The decree also requires that Western furnish, at a reasonable charge or 
charges, to any applicant, other than foreigners or companies controlled by 
foreign interests, which is licensed under the decree, manufacturing drawings 
and specifications relating to any licensed equipment that Western manu- 
factures for sale to Bell System companies. 

The remaining provisions of the decree prohibit action that the complaint 
alleges we have taken in the past. No exclusive distributorship may be granted 
to any person for equipment manufactured by Western, nor may any unit 
of the Bell System become the distributor for equipment of any other manu- 
facturer. There are broad injunctions against making various types of agree- 
ments, such as agreements dividing fields of manufacture, sale, or distribu- 
tion of equipment and patent license agreements containing restrictive pro- 
visions. Also there is a prohibition against acquiring any manufacturer, 
distributor, or seller of equipment useful in furnishing common-carrier com- 
munications services, except with the approval of the Court. 

While the decree contains no provisions respecting the sale of equipment to 
independent telephone companies or to competing communications common 
earriers or the leasing of circuits to Western Union and other message tele- 
gram carriers, the Court retains jurisdiction to enter further orders with 
respect to these matters upon application by the Department of Justice. 


Mr. Maerz. Do you recall, Mr. Moulton, that on April 25, 1956, 
Mr. S. Hubbard sent a memorandum to Mr. Clifford W. Smith setting 
forth an opinion by Mr. H. C. Childs, that a consent decree could 
be set aside only for fraud, lack of consent, or lack of jurisdiction 
of the court ? 

Mr. Movtron. I don’t recall it. 

If you have the paper—— 

Mr. Maerz. Do you recall any such document, Mr. Cox? 

Mr. Cox. I am afraid I don’t. There are many documents. I don't 
recall all of them. 

Mr. Materz. Would you examine these two documents / 

The CuatrmMan. Is Mr. Smith here? 

Mr. Movtron. No. 

This document is already in the record, isn't it ¢ 

Mr. Matrrz. No, sir. 

Mr. Movutron. Then you asked me—— 

Mr. Maerz. I don’t believe so. 

Mr. Movutron. You asked me to read the last paragraph of the 
document into the record on Tuesday. 

Mr. Maerz. Yes, but the document was not offered in the record. 

Do you recall the document now / 

Mr. Mouton. I only recall that part of the document which is the 
last paragraph that I read the other day. 

Aside from that I have never seen the document before. 

Mr. Maerz. Do you know what the occasion was for the prepara- 
tion of this memorandum ? 
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Mr. Movtron. I haven’t the vaguest idea what the occasion was. 

Mr, Maerz. Who is Mr. Hubbard? 

I think I asked you the question the other day, and you said you 
didn’t know. 

Mr. Movtron. I will see if I can find out. 

Mr. Materz. Would you find out? 

Mr. Moutron. He reports to Mr. Smith. 

Mr. Martz. He reports to Mr. Smith. 

Isn’t he the commercial relations manager of Western Electric ¢ 

Mr. Moutron. I see nods, affirmative nods, in the rear; so I gather 
that is correct. 

Mr. Marerz. Mr. Chairman, I will offer the document in evidence 
at this point. 

The CHarrMan. Accepted. 

(The document referred to is as follows :) 


[Private] 
APRIL 25, 1956. 
Mr. CLIFForRD W. SMITH: 

At your request I asked Mr. F. C. Childs for his views as to whether an 
existing consent judgment could be set aside or modified by the Government 
While he has not had an opportunity to study this matter, he has furnished the 
following statement based entirely on recollection and without claim as to the 
accuracy of his knowledge: 

“The entry by a court of a consent decree, although based on an agreement of 
the parties, rather than on a finding of facts by a court, amounts to more 
than merely dignifying such an agreement by a judicial recording. It is a 
judicial act and involves a decision by the court that the settlement is equitable 
and in the public interest. Such a decree binds the Government even though 
it later appears that its provisions are inadequate. This is so because the 
Attorney General has power to enter agreements which become consent decrees 
and he has the authority to determine what relief satisfies the requirement of 
the antitrust laws in a particular case. Under this authority, he has the 
power to make incorrect decisions as well as correct ones. In general, consent 
decrees, being based upon the agreement of the Government and the other 
parties, are not appealable. However, they may be set aside in the rare and 
unusual circumstances involving fraud in the procurement, or lack of actual 
consent thereto, or for lack of jurisdiction of the court. Also, a court has the 
power to modify decrees upon a showing of a change in circumstances since 
entry of the decree requiring such modification. Since consent decrees are 
based on agreements which bind the Government, the defendants may use such 
decrees as a bar to any attempt by the Government to relitigate the issues raised 
by the pleadings in the suit prior to the entry of the decree or to seek relief in 
addition to that given by the decree. 

“In the negotiations for the decree in Western's case, the Government, at one 
stage, was pressing to include a provision which would have established that 
the decree was with prejudice against the Government only for a period of 10 
or 20 years. Thereafter, the Government would have been free to press and 
litigate the same issues for which the decree had provided a 10- or 20-year 
settlement. This was resisted and the Government ultimately dropped the 
demand.” 

(Original signed by S. Hubbard.) 

S. HUBBARD 

Copy to: Mr. F. C. Childs, Mr. A. Duneanson and Mr. K. Ridley. 


Mr. Maerz. At this point, Mr. Moulton, I would like to review 
with you rather hurriedly the significant features of each of the sec- 
tions of the decree. 

Is it correct that section I is a standard section in all decrees and 
merely sets down for the jurisdiction of the court and the adequacy of 
the complaint ? 
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Mr. Movutton. I believe so. : 

Mr. Matetz. You would agree, I take it, that section II contains 
definitions. 

Mr. Movtton. Yes. 

Mr. Marerz. Paragraph III is also a standard provision in all 
decrees. 

Is that correct / 

Mr. Moutton. I believe so. 

Mr. Matetz. Is it not a fact that the effect of section III of the 
decree is to bind those individuals having responsibility for the actions 
of the defendants to carry out the terms of the decree applicable to 
the defendants, as well as others acting with the defendants who have 
notice of the provisions of the decree ? 

Mr. Movurron. That is a characterization of a legal boilerplate 
that— 

Mr. — Mr. Maletz, there is a great deal of uncertainty, if I may 
say so, really, about what those words “active concert and participa- 
tion” mean. I have heard that debated many times. 

The Cuarrman. The language speaks for itself. 

Mr. Moctron. Yes. 

Mr. Matetz. I turn now to paragraph IV of the decree. Is it cor- 
rect that this provision was section IX of the final draft decree? 

Mr. Moutron. I will accept that, subject to check. 

Mr. Materz. Is it correct that, under this provision, after 3 years 
from the date of the decree, Western and its subsidiaries are restricted 
to the manufacture of equipment of a type sold to companies of the 
Bell System and to engaging in any business of a type engaged in for 
the companies of the Bell System ? 

Mr. Mouton. With exceptions. 

Mr. Maerz. The exceptions of the manufacture of the artificial 
larynx and byproducts of reclamation of scrap; is that right ? 

Mr. Movtron. Mr. Maletz, we are getting into, now, a position 
where you are, in a few words, characterizing the provisions of a 
decree which took a long time to write, and I just don’t want to be in 
a position, by accepting your characterizations, of placing interpreta- 
tions on the decree which, in the hurly-burly of the give-and-take, 
might embarrass me later. 

The CHarrman. I can see that, and your answers will be, more or 
less, of a general import and not binding upon any operations. 

Mr. Movutron. I am glad to have that statement by you, Mr. Chair- 
man, so that it will be clear on the record. 

Mr. Materz. I think you have previously testified that the only 
effect of this provision on Western’s present operations will be to 
require that it cease the manufacture of railroad signaling equipment 
and that it dispose of Westrex Corp. and Teletypesetter Corp. within 
the 3-year period. Isthat correct ? 

Mr. Moutron. That is our view, subject to the position and state- 
ment I have made with reference to the significance of this for the 
future. 

Mr. Maerz. Would you agree that under section IV of the decree 
Western may manufacture for sale or lease to anyone things of a type 
sold or leased to Bell System’s s companies for use in furnishing com- 
mon-carrier communications services ? 
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Mr. Movtron. Yes. 

Mr. Maerz. Is it not a fact that, as you construe section IV, if a 
thing sold to a Bell company is used or intended to be used for regu- 
lated purposes in any State, Territory, or the District of ¢ ‘olumbia, 
Western is free to make and sell it to anyone for use anywhere for any 
purpose ¢ 

Mr. Movttron. Yes. Otherwise, there would be no meaning to sec- 
tion XVII (a). 

Mr. Materz. Is it correct that section V of the decree was section XI 
of the final draft decree ? 

Mr. Moutton. I will accept it, subject to check. 

Mr. Maerz. Does not section V, generally, restrict A. T. & T. wn 
its telephone-operating subsidiaries to common-carrier communic 
tions services and incidental operations / 

Mr. Movurton. Yes. 

Mr. Matertz. Is it not true that section V does not restrict A. T. & T. 
and its telephone-operating subsidiaries from furnishing (1) services 
for the Government, (2) services to other common-carrier communica- 
tions companies such as Western U nion, (3) directory advertising, 
and (4) rendering advice and assistance to other communications com- 
panies / 

Mr. Movutton. We are going awfully fast, and I am getting a little 
fearful, even with the warning, that I may be getting into a quick 
answer to characterizations. 

The CuarrMan. I indicated that there is a qualification. 

Mr. Matetz. In general, is that correct, subject to later check / 

Mr. Movutton. Well, you are a good lawyer, Mr. Maletz. You have 
attempted to make a characterization here, but you are also basing 
it on evidence in the record, and, as to your statement, I am afraid that 
all I can say is that it seems, generally, to state the import of this 
provision. ‘That is about all. 

The CHarrman., It is farthest from my mind to create embarrass- 
ment in that you should be bound by any statement here as to what 
the import of these words is. With that understanding 

Mr. Movtron. All right. I will accept it, subject to check. 

Mr. Materz. Is it correct that the only present activity that sec- 
tion V prohibits is the leasing and maintaining of facilities for private 
communications systems the charges for which are not subject to public 
regulation ? 

Mr. Movtron. After a period of 5 years. That is my under- 
standing. 

Mr. Materz. Is it a fact that the total revenue of the A. T. & T. 
and the Bell operating companies from the leasing and maintaining 
of private communications systems has, during 1955, approximated 
$6.8 million ? 

Mr. Movtron. I just don’t know. 

Mr. Maerz. You have the annotated decree. You might refer to 
it. 

Mr. Moutron. This says $6.8 million revenue, $30 million invest- 
ment. 

Mr. Matetz. Is $6.8 million approximately right / 

Mr. Movtron. I will accept that. 

Mr. Maerz. According to this document—— 
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Mr. Movutton. This document says that, and I have no reason to 
doubt it. 

Mr. Matetz. Without getting into the merits of the matter, since 
it is in dispute, is it not correct that you contend that, under section 
V (d), the prohibition against engaging in these lease-maintenance 
activities becomes inoperative if and when they become subject to the 
regulatory jurisdiction of appropriate Federal or State agencies ? 

Mr. Moutron. Well, to put it the other way, the provision only 
applies to private communications services which are not subject to 
regulation. And, if they are subject to regulation, then the prohi- 
bition does not apply. 

Mr. Materz. As a matter of fact, shortly after the entering of the 
decree, didn’t your organization take the position that the effect of 
section V might not be of great moment since consideration was being 
given by A. T. & T. and the Bell Telephone companies to filing tar- 
iffs covering the leasing and maintenance of such facilities? 

Mr. Moutron. If we did, I can tell you, from bitter experience, 
that we were wrong. But I don’t know what document you are re- 
ferring to. I am just saying we are having a lot of trouble. 

Mr. Matetz. I will show you the document which was supplied to 
the committee by Mr. Cox. 
Mr. Movtton. Well, it says it might not be of great moment. 
Mr. Matevrz. I will repeat the question. 
Mr. Mouton. That was written on February 3, 1956. Events 
ive proven differently. 
Mr. Materz. Mr. Chairman, I would offer in evidence at this point 
a memorandum dated February 3, 1956, entitled “General Electric 
Co.,” the author being Gains W. Merwin. 

The CHatrrman. Accepted. 

(The document referred to is as follows :) 


h 


a 


FEBRUARY 3, 1956. 
GENERAL ELECTRIC Co. 


MEMORANDUM 


Mr. Robert M. Estes of the General Electric Co. visited Mr. Kane on Febru- 
ary 2, 1956, to discuss the consent decree and its effect on the proposed cross- 
license agreement. Messrs. Gosnell and Merwin were also present. 

Following some discussion of the various aspects of the decree, Mr. Estes 
commented that the royalty-free rights under our patents issued prior to Janu- 
ary 24, 1956, would clear up his greatest difficulty in getting some of the 
General Electric divisions to accept the proposed cross-license agreement. He 
asked if it would be possible to work up an agreement clearing up all rights 
under present patents and then work out another agreement covering futures 
at a later time. Mr. Kane stated that this would not be satisfactory to us 
as under the decree in extending royalty-free rights such rights were to be 
extended only provided that we obtained rights under the other parties’ patents 
for both present and futures on reasonable terms. In this connection Mr. 
Kane pointed out the importance of a cross license under futures so that the 
laboratories of both companies would feel free to continue discussions of technical 
matters. 

In connection with the discussion of rights under future patents, Mr. Kane 
stated that we would plan to make an agreement with a term of 5 years, and 
after some further discussion of the matter it was agreed that the new agree- 
ment would be limited to inventions made over a period of 5 years, starting 
January 1, 1955. 

As a result of our discussion it was agreed that we would revise the last 
draft of the proposed agreement dated November 7, 1955, in order to make 
it conform to the consent decree. This would involve retaining B-2 sub- 
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licensing rights, eliminating options (which was entirely satisfactory to Mr. 
Estes), extending royalty-free rights under our patents issued prior to January 
24, 1956, and including certain cancellation rights, etc., to make the draft 
conform with the decree. Mr. Estes seemed to feel that such a draft would 
be generally satisfactory to General Electric, and on the basis of our discus- 
sions he plans to take the whole matter up with his other divisions and hopes 
that he can obtain their concurrence. 

Mr. Estes also raised a question as to the effect of the consent decree on 
Western’s purchases of mobile radiotelephone apparatus from General Electric 
as his salespeople on reading the decree feared that the provisions against 
the telephone companies’ furnishing private radio systems might materially 
affect their sales to Western. Mr. Kane told him that the effect might not 
be of great moment as consideration was being given by the telephone com- 
panies to filing tariffs for such mobile radiotelephone systems, and if this is 
done the Bell Co.’s provision of such systems would probably be very little 
affected by the decree. Mr. Kane offered to discuss the matter further with 
our Western Electric purchasing people. 


Gatus W. MERWIN- 

Mr. Mouton. He worked in the patent licensing division of West- 
ern Electric Co. 

Mr. Mauetz. Does this document not indicate that in Mr. Merwin’s 
view the effect of section V might not be of great moment, since con- 
sideration was being given by A. T. & T. and the Bell Telephone 
companies to filing tariffs covering the leasing and maintenance of 
such facilities? 

Mr. Movtton. That reflects his view, but he is so far away from 
this operation that I wouldn’t think his view was of any particular 
significance to this issue. 

Mr. Matetz. Is it not correct, Mr. Moulton, that if your contention 
with respect to construction of section V (d) is accepted and if your 
tariffs are accepted, that section V would have no effect whatsoever 
on the present activity of A. T. & T. and its telephone subsidiaries? 

Mr. Moutron. If everything we are doing today is subject to public 
regulation, then the injunction contained in this provision has no 
effect on our continuing to do what we are doing today. That, how- 
ever, is subject to the statement I have made earlier about the future 
effect of this provision and the outside possibilities which may be most 
attractive to us in the future, but which we will not be permitted to 
go into. 

Mr. Matertz. It is correct at the present time that the only present 
activity that section V prohibits is the leasing and maintaining of 
facilities for private communications systems ? 

Mr. Moutton. That isright. We have been all over that. 

Mr. Materz. Yes. 

The Crarrman. I think this would be a good point at which to 
adjourn. The committee will adjourn to reassemble on Tuesday 
afternoon, next, at 2:30 when we will continue with your testimony, 
Mr. Moulton, and we will hope to be able to continue the meetings 
Wednesday morning, Wednesday afternoon, and Thursday after- 
noon. 

We will now adjourn until 2: 30 on Tuesday afternoon. 

(Whereupon, at 4:25 p. m. the hearings recessed to reconvene at 
2:30 p. m. on Tuesday, April 22, 1958.) 

(The document referred to at p. 2426 is as follows :) 





FINAL JUDGMENT 


JANUARY 24, 1956 
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Summary of decree Summary 


1/14/+9 Complaint filed App. A 


4/27/49 Answer filed, generally denying allegations App. B 


1949 Preparation for trial - organization and App. C 
preparation of "topic memoranda" for 


benefit of counsel 


8/24/51 Discovery motion and interrogatories App. D 
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entered by Department of Justice 
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A ndition t btaining any licenses under our patents. 


lecree also requires that Western furnish, at a reasonable charge 
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While the decree contains no provisions respecting the sale 
of equipment to independent telephone companies or to competing 
communications common crrriers or the leasing of circuits to Western 
Union and other message telegram carriers, the Court retains juris- 
diction to enter further orders with respect to these matters upon 
application by the Depertment of Justice. 


Questions and Answers 
l. Q. What-is a consent decree? 


A. A consent decree is an order issued by a court, without trial, 
that has the consent of all parties involved. 


m 
& 


What effect does the decree have on the organization of the 
Bell System? 


A. The decree does not affect the general relationship among 
A. T. & T., Western Electric, Bell Telephone Laboratories and 
the associated companies that has been successfully serving the 
communications needs of the nation and the national defense for 
almost 80 years. The decree does confine the activities of the 


System to common carrier communications services. This means 
thet the System is confined to furnishing those services which 


are subject to public regulation, with certain specified 
exceptions. 


3. Q. Whrt sre the exceptions or activities, other than "common carrier,” 
which A. T. & T. may engage in? 


A. 1. Providing any services and facilities for the United States 
Government end its agencies. 


2 Developing and testing new common carrier communications 
~ wwin = 
services. 


5 Furnishing circuits to other communications common carriers. 
4. Directory advertising. 
Advice r assistance t ther communications common carrters. 


6. Businesses or services incidental to the furnishing of common 


corrier communications services. 





se) 
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What present services must the Bell System cease furnishing? 


The Bell System is required, within five years, to discontinue the 
business of leasing and maintaining facilities for private communica- 
tions systems for customers other than the Federal Government except 
where the charges are now under, or become subject to, regulation. 

The decree also required that no new customers may be taken on for 

such systems where the charges that apply are not regulated. For 

those private communications systems not under regulation, the telephone 
companies are considering filing tariffs with the appropriate regulatory 
authorities to cover such systems. To the extent that filings are made 
and become effective, such private systems will be furnished by th 
telephone companies. 


Is teletypewriter exchange (TWX) service affected in any way by the 
decree? 


No, TWX service is a common carrier operation and is now subject to 
regulation. 


Does the decree affect the relationship with the Bell Telephone Labora- 
tories or limit in any way the research activities of the Laboratories? 


No, it has no effect at all on the relationship with the Laboratories - 
and does not in any way curtail the Laboratories’ activities. 


Will the decree have any effect on Western's business with the Bell 
companies? 


No, Western will continue to perform the same functions it now performs 
for its affiliated companies. 


What effect will the decree have on the scope of Western's future activities? 
Three years after the date of the decree Western and its subsidiaries 
will be confined to the manufacture of equipment of a type sold to the 


operating companies of the Bell System, except for business with the 
United States Government. 


nt business will the decree require Western Electric 





Sorporatior subsidi y that furnishes sound 
sells theatre equipment 
the three year period 
sonable terms." 
scontinued but the 

isposed of. 
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10. Q. Can Western Electric continue to work for the Government on national 
defense jobs such as Nike, Sage and the DEW Line, etc.? 
J > S ? 
A. Yes. The decree specifically allows any unit of the Bell System to 
do any work for the United States Government and its agencies. 


ll. Q. Will Western Electric be able to sell equipment only to the Bell 
System and the United States Governnent? 


A. No, equipment of a type sold to the Bell System may be sold to others. 


12. Q. Does Western Electric now sell telephone equipment to the independent 
operating telephone companies? 


A. Yes, equipment is made available through a distributor but the amount 
is not great. The independent companies are mainly supplied by inde- 
pendent telephone manufacturers. 


13. Q. Will Western Electric change its present policy regarding sales to 
the independents in view of this decree provision? 


A. The decree requires no change and none is contemplated. 


14. Q. What does the decree require with respect to Bell System patents? 


A. The decree requires that Western Electric and A. T. & T. license 
all their present and future United States patents to all applicants 
at any time. This makes mandatory our present licensing policy. / 
United States patents issued prior to January 24, 1956 - and there 
are about 8,600 of them - are in almost all cases to be licensed 
royalty-free. Any patents issued subsequent to January 24, 1956 


5 


are to be licensed to any applicant at reasonable royalties. 


15. Q. Can the Bell System continue to obtain needed licenses under the 
patents of others? 








Ae 
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What does t ec “A ation available? 
It states that Western Blectric and A. T. T. must, in addition to 
its patents, make avail i i ; for reasonable come 
pensation certai ical i vtin > equi nt thnrt 
mas rox ‘ System. This information consists 
s ’ > - siftiece ; ne yey, 
ceric LW and speciiications per- 
equipments. 
£ ve Sy ‘ rens n far a+ “tin nt “1b eit 
What was the Gove € s reason for starting the anti-trust suit? 


Federal Government in 


When the 


January 1949 filed its civil anti-trust 


44 


suit under the Sherman Act against A. T. & T. and Westcrn Electric, 
it alleged that the two companies have unreasonably restrained and 


monopolized commerce in telephone equipn ent and supplies. The complaint 

asked that A. T. & T. be required to sell Western Electric and that 

Western Electric be broken up into three separate companies, that 

the Bell companies be restricted to buying their equipment and supplics 

by competitive bidding, that working relationships between A. T. & T. 

and the associated upanies provided under the license contract be 
be made co A. T. &Te, 


discontinued, that 
cense all patents to all applicant 
that they be required to furnis! 
patents. 
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ulsory for Western 





Electric and the Laboratories to li 
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technical information under sucl 


What was our answer to this 


A. T. & T. and Western Electric filed an answer asking that the 
complaint be Clan séed. The companies stated that they believe the 
are without foundation. Furthermore, the companies 

the existing rela tionships and arrangements between the associated 
companies have been and are of the highest value to the users of th 
telephone We maintained at that 
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ndix 


OMP: N 


Offenses Charged 


Monopolization of the production, distribution, sale and instal- 
lation of telephones, telephone apparatus, equipment, materials and 
supplies in violation of the Sherman Anti-Trust Act of 1890. More 
specifically: 


Controlling U. S. market for telephones, telephone apparatus 
and equipment. 


Through patent policies; acquisition of independent 
operating companies; agreements with telegraph com- 
panies not to engage in telephone service. 


Eliminating all substantial competition in manufacture and 
sale of products to Bell System Companies. 


By giving Western exclusive right to manufacture and sell; 
requiring Operating Companies to buy exclusively from 
Western; standardizing Bell materials so only Western 
could furnish; controlling Operating Companies so they 
couldn't make independent decisions on procurement; 
acquiring independent telephone manufacturers. 


Eliminating foreign competition. 


By arranging that Western be exclusive U.S. Agent of 
foreign telephone manufacturers. 


Suppressing competition from alternative methods of communi- 
cation. 


By aggressive research and patent control in media not 
related to wire telephony; restrictive cross-licensing 
arrangements. 


Making monopoly profits and acting uneconomically and ineffi- 
ciently. 


Continuing manufacture of items when lower cost alterna- 
tives were available elsewhere; delaying introduction of 
improvements in telephony; refusing to introduce competing 
manufacturers' products into Bell plant. 


Discriminating in price against independent telephone operat ing 
and manufacturing companies. 


7 By higher prices to non-Bell customers; allowing Western 
to use A.T.& T. patents without charge. 


Inflating rate bases of Bell Companies through Western's 
noncompetitive prices. 
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GOVERNMENT'S ‘‘PRAYER’’ IN COMPLAINT 


(JANUARY 14, 1949) 


WESTERN BE SOLD TO PERSONS HAVING NO DIRECT OR INDIRECT RELATIONSHIP 
TO AeTcOt 


WESTERN BE DISSOLVED INTO THREE COMPLETELY SEPARATE, COMPETITIVE 
COMPANIES. 


A.T.&T. AND THE OPERATING COMPANIES BE REQUIRED TO EMPLOY COMPETITIVE 
BIDDING IN ACQUIRING EQUIPMENT AND SUPPLIES. 


WESTERN BE REQUIRED TO SELL ITS 5O PER CENT INTEREST IN B.T.L. TO 
THE A.T.&T. COMPANY 


A.T.&T., WESTERN AND B.T.L. BE REQUIRED TO LICENSE ALL THEIR PATENTS 
ON A REASONABLE ROYALTY BASIS, AND FURNISH TECHNICAL INFORMATION AS 
WELL AS KNOW-HOW AND TECHNICAL ASSISTANCE. 


A.T.&T.°S ARRANGEMENTS WITH BELL OPERATING COMPANIES SPECIFYING THE 
EQUIPMENT TO BE PURCHASED BY THEM, REQUIRING SUBMISSION OF FINANCIAL 
BUDGETS, PAYMENTS FOR SERVICES RENDERED, AND DIRECTING THEIR OPERA- 
TIONS, BE ADJUDGE ILLEGAL 
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Appendix _B 


BELL SYSTEM ANSWER 


(APRIL 27, 1949) 


CONSTITUTED GENERAL DENIAL OF THE GOVERNMENT’S ALLEGATIONS AND 
REQUESTED DISMISSAL OF COMPLAINT. 


BROADLY DESCRIBED BELL SYSTEM, WESTERN’ FUNCTIONS, THE PLACE OF 


THE BELL LABORATORIES AND THE ADVANTAGES CF AN INTEGRATED SYSTEM. 


DEALT PARAGRAPH BY PARAGRAPH WITH LACH SPECIFIC ALLEGATION OF 
COMPLAINT. 


PECIAL DEFENSE’ - CITEL ETTLEMENT OF PREVIOUS ANTI-TRUST 5 1T N 
1932 A BAR TO CURRENT ACTION. 
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Appendix ¢ 


a ee SS a SE 


Organization Setup to Handle Bell System Defense 


Overall Coordinating Committee appointed to coordinate preparation 
of factual material for counsel, 





J, Hanselman, Assistant Vice President - A,T.&T. 
J. Hammel, Assistant Vice President - W.E, 
H, Martin, Vice President - B,T.L,. 


=u 


Western's Organization 


Small group established under Mr. Hammel to coordinate 
for counsel work of other organizations. 


Actual preparation of material undertaken on various 
phases of case by functionally responsible divisions 
under guidance of divisional coordinators, 


Activity - Spring 1949 - Summer 1951 


No further contacts with Government during this period following 
filing of Answer, 


"Delayed Introduction Items" File Search - March 1949 = July 1949 


Immediate file search undertaken on the six items of 
apparatus and equipment whose introduction was allegedly 
delayed by the Bell System in order to identify documents 
bearing on this phase of complaint - felt to be particu- 
larly vital area of interest, documents on which might 

be subpoenaed by the Government: 


Anti-Sidetone Circuit 

Hand Telephone Set 

Automatic Toll Switching and 
Subscribers Toll Line Dialing 

Automatic Exchange Switching 

Manual Feature Switchboard 

- Unattended Dial C.,0, Equipment 

for Small Exchanges 


nr wnr 


Preparation of Topic Memoranda 


Major undertaking involving all three companies and all 
divisions of the Western 


nh. 


26086 O—58—pt. 2, vol. 2 % 
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A ndi 


2. 


Provide basic material necessary to the education of 
counsel with respect to the System's history and 
operations, 


Serve as background information for the eventual 
preparation of the court case, 


Directed toward: 


1. Rebutting specific allegations of complaint. 
2. Assembly of material pertinent in preparation 
of affirmative case, 


Some 130 Topics of which about half were assigned to 
Western for preparation, Typical of the subjects 
covered, which include all pertinent aspects of Western's 
history, functions and operations are: Relations with 
Independent Telephone Manufacturers, Western's Prices, 
Western's Profits, Policy as to Purchase vs, Manufacture, 


This phase of the preparation is estimated to have 
involved something over 13,000 man days for the Western 
alone, 
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Appendix D 





Received August 24, 1951 
Discovery Motion 


Required file search and submission of documents 
bearing on something over 100 subjects relating 
to allegations in complaint. 


Generally covered documents in every fifth year 
from 1902 to 1947 plus 1948, 1949 and 1950 
(with some items going back to 1876). 


anterrogatories 


Required compilation and submission of wealth of 
data on twenty-five subjects. 


est Sch 3 


Requested copies of documents such as articles of 
incorporation, and stockholders' reports which 
Government assumed to be readily available without 


extensive file search as required umer Discovery 
Motion. 


Tremendous Amount of Work Required 
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EXTENT OF WESTERN'S EFFORTS 


SOME 900 DIFFERENT PEOPLE THROUGHOUT THE COMPANY, INVOLVED PART OR 
FULL TIME.SPENT OVER 8,000 MAN DAYS IN SEARCH AND REPRODUCTION OF 
DOCUMENTS FROM OVER 100,000 FILE FOLDERS. (SIMILAR FILE SEARCHES 

IN BELL TELEPHONE LAEORATORIES AND AMERICAN’ TELEPHONE AND TELEGRAPH 
COMPANY). 


JUNE 30, 1953 - COMPLIANCE COMPLETED 


el 


FOTAL DOCUMENTS TRANSMITTED TO GOVERNMENT 
(A.T.&T., WESTERN AND B.T.L.) 





NUMBER OF VUMBER OF NUMBER OF 

VOLUMES _ DOCUMENTS PAGES _ 
DISCOVERY MOTION 239 &.500 39 ,000 
REQUEST SCHEDULE 143 E ,800 32.000 
INTERROGATORIES 25 1TEMS 0 2,200 

\4 ,s0 
TOTAL NUMBER OF PAGES It QNE SET 73,200 
(1 OPIES WERE TRANSMITTED) 
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Appendix £ 
4252-1954 ATTEMPTS TO NEGOTIATE WITH GOVERNMENT 
March 7, 1952 - "Statement as to Interference with Defense Production 


occasioned by Pending Government Anti-Trust Litigation 
against Bell System Companies." 


Sought a formal suspension of all activity’ in the Anti-Trust Suit 
for the duration of the then existing state of national emergency. 
(Korean War). 


Cited importance and scope of Bell Laboratories and 
Western's contribution to national defense efforts 

in the areas of development and research and manu- 

facture, as well as in management of Sandia Corp. 


Pointed out that time consuming nature of work 
required of executives and key personnel to prepare 
for defense of Anti-Trust Suit would seriously 
impair ability to fulfill the expectations of the 
Government as respects defense needs, 


Presented to Secretary of Defense who submitted to Attorney-General, 
Resulted in informal understanding that Suit would not be brought 
to trial for two years, 


June 12, 1953 - Washington Meeting with Judge Barnes 


Presented "Memorandum to Attorney-General" (dated April 1953) urging 
dismissal of Complaint, 


38 Pages - plus Appendix citing excerpts from 
"Answer" dealing with the need for an integrated 
system including operating, manufacturing and 
research organizations, 


Argument: 


Issues raised by Complaint are matters of 
legislative and regulatory policy already 
being appropriately dealt with, 


Case seeks an improper extension of scope 
of Sherman Act, 


Outcome sought would increase cost, lower 
quality, and delay improvement of tele- 
phone service, Also would deprive nation 
of an integrated organization vital to 
national defense, 


Advised in May 195% that Suit would not be dismissed, but the 
Department would consider a consent decree, 
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iz Appendix £ 


May 28, 1954 Conference 


We suggested consent decree confined to the non-regulatory 
aspects of the case: 


Reviewed briefly arguments of April 1953 
"Memorandum for the Attorney-General", namely: 


Vital need for Bell System retention of 
integrated manufacturer, 


Principal issues of case are matters for 
regulatory control, 


Agreed certain allegations (relating to impact of 
Bell System on other companies) do not bear on 
cost or quality of telephone service, are outside 
regulatory field and thus might be appropriate 
for consent decree, Subjects for consideration 
included: 


Compulsory licensing under Bell System patents, 
Compulsory furnishing of technical information, 


Prohibition of acquisition of independent 
manufacturers. 





Prohibition against fixing resale prices of 
Western's manufactures, 


Western's sales of telephone equipment 
outside Bell System, 


Western's sales of types of equipment other 
than those manufactured for Bell System 
or Government, 
These proposals were confirmed by letter on June 4, 1954, 


At meeting on November 4, 1954, counsel presented our legal 
position, emphasizing points previously made. 
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Appendix E 
1953-1994 ALTIENITS TO NEGOTIATE WITH GOVERNMENT 
June _12,_ 1953 - Washington Meeting with Judge Barnes 


Presented "Memorandum to Attorney-General" (dated April 1953) 
urging dismissal of Complaint. 


38 Pages - plus Appendix citing excerpts from 
"Answer" dealing with the need for an integrated 
system including operating, manufacturing and 
research organizations, 


Argument: 


Issues raised by Complaint are matters of 
legislative and regulatory policy already 
being appropriately dealt with. 


Case seeks an improper extension of scope 
of Sherman Act, 


Outcome sovght would increase cost, lower 
quality, and delay improvement of tele- 
phone service, Also would deprive nation 
of an integrated organization vital to 
national defense, 


Advised in May 1954 that Suit would not be dismissed, but the 
Department would consider a consent decree, 


We suggested consent decree confined to the non-regulatory 
aspects of the case: 


Reviewed briefly arguments of April 1953 
"Memorandum for the Attorney-General", namely: 


Vital need for Bell System retention of 
integrated manufecturer, 


Principal issues of case are matters for 
regulatory control, 


Agreed certain allegations (relating to impact of 
Bell System on other companies) do not bear on 
cost or quality of telephone service, are outside 
regulsetory field and thus might he éppropriate 
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Appendix E 


for consent decree, Subjects for consideration 
included: 


Compulsory licensing under Bell System patents, 
Compulsory furnishing of technical information, 


Prohibition of acquisition of independent 
manufacturers, 


Prohibition against fixing resale prices of 
Western's manufactures. 


Western's sales of telephone equipment 
outside Bell Systen, 


Western's sales of types of equipment other 
than those manufactured for Bell System 
or Government. 


These proposals were confirmed by letter on June 4, 195%, 


At meeting on November 4+, 1954, counsel presented our legal 
position, emphasizing points previously made. 
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Appendix FP 


PROPOSALS TO LIMIT WESTERN'S MANUFACTURING ACTIVITIES 





December 10, 1954 - Conference with Department of Justice 


Government rejected June 4, 1954 proposals for consent decree 
as inadequate. 


Wished to explore practicability from technological standpoint 
(economic aspects secondary) of Western discontinuing some 
product lines presently manufactured and disposing of related 
plant, without adversely affecting telephone service. 


Requested breakdown of Western's Bell manufactures by principal 
classes with story for eacr including discussion of necessity 
for Western retaining manuiacture. 


December 1954 - January 1955 - Preparation of Report coveri 
i lasses” of ufactures 


Steering Committee Appointed (A.B. Goetze, T.E. Shea, F.J. Hammel) 


13 Superintendents from principal manufacturing locations brought 
to New York for briefing and assignments during Christmas week. 


First drafts prepared at Works over Christmas weekend with 
redrafts over New Year's weekend. Extensive redrafting by 
committee and lawyers - many editions. Description of each 
class, and technological and economic disadvantages involved 
in purchasing outside. 


Final "Report Regarding Equipment Manufactured by Western for 
The Bell System" comprising two volumes consisting of 100 pages 
of text plus many tables, charts and photographs as appendices, 
delivered to Department of Justice, January 29, 1955. Divided 
into 17 principal classes: 


Switching Equipment 

Carrier, Repeater and other Transmission 
Equipment 

Exchange & Toll Cable 

Switchboard Cable & Wire 

Coaxial Cable 

Rubber Covered Wire 

Copper Line Wire 

Steel Wire & Strand 

Cable Terminals 

Loading Coils & Cases 

Tubes & Allied Products 

Telephone Sets 

Cords 

Coin Collectors 

Telephone Booths 

Pole Line Hardware 

Protectors & Protection Equipment 


PRRPRPRPRPR Pe 
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-e«e- Appendix F 
une - ust 1 - Examination of Possibility of Increasing 


Percentage of Materials Purchased from Others 


Emphasis turned from dropping lines of product to increasing 
overall percentage of Western's outside purchases of so-called 
telephone materials to eliminate Western's alleged monopoly. 
Department of Justice thinking that upward of 50 per cent 
should be purchased outside. 


Steering Committee designated - F.J. Hammel, G. F. Raymond, 
C.D. Dugan, H. V. Schmidt 


Comprehensive and detailed studies directed towards establish- 
ing the relative importance of outside purchases in Western's 
business in "telephone products" for the post-war years, and 
to determine economic and technological impact of purchasing 
outside. 


Estimated Bell program through 1965 analyzed to determine 
extent to which an increase could be made in the requirements 
filled by outside purchase rather than manufacture. 


Survey made of probable manufacturing, pricing, 
purchasing and patent licensing problems resulting 
from such an undertaking. 


Arguments with Government in re-inclusion of components, 
piece parts, etc. 


Discussions as to economic and technological effects on 
Western and Bell System, the impact on telephone service, 
and difficulties of making satisfactory purchasing arrange- 
ments, effect on Western's costs, etc. 


Suggestion that Bell System could increase outside purchases 
to around 25 per cent of total sales of telephone products 
on a moving average basis, if this would finally settle the 
case. 


(25 per cent to include purchased components and 
piece parts, compared with about 17 per cent in 
1954 after adjustment for abnormal purchases 
incidental to strikes.) 


Government conclusion that going up to 25 per cent was not 
adequate solution. 


Gave Government understanding of problems and benefits 
derived under present Bell System relationships 
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Addendum ro Appendix F 


Inasmuch as the 25% idea did not seem to satisfy the Government's 
demands on us, discussions continued as to other possivilities, 
anc the suggestion was made that comp competitive bidding 
be further explored. As ae result further ma cL WwaS prevered 
anc. anélyses made end furnished the Justice Department along 

with more information on our outside purchases. 






This in effect placed a limit on our willirgness at the 25% 
merk previously established end made a very strong cese 
ageinst competitive bidding and the very imprectical aspects 
or such a procedure in the conduct of our business on eny 
reasonably effective and economical basis. 


As a result, it seemed for the time being to those cealing with 
this proposition that the only wey thet seeued at ell vossible 
to settle the case was - (a) try the case or (b) dismiss the 
suit. 


Since, as was stated by the Government negotiators, the Compeny 
negotiators had met every idea with solid objections and had 

made no real proposition, these were the alternatives. 

A Company proposition nad been made on two occasions. One is 
steted in the previous memorancum to Judge Parnes, and later those 
proposals plus our 25% purchase offer. The Company's position 

was at this point thet it had made a real proposition; tnat its 
opposition to the other ideas had been strictly in eccordence 

with the oft-stated fact -- 


NAMELY 


that our responsibility as managers of the Bell System, both 

to our subscribers for good, economical and efficient telephone 
service, and to the stockholders who were vital to the con- 
tinuation and growth of what we knew to be the best telephone 
system in the world -- and in fact the model for every other 
good system -- just would not permit, and we could not in 

clear conscience ever agree to, any settlement that would in 

any wey jeopardize our ability to perform these responsibilities 
in the best public interest. § 2 


Negotiations were later (bout two months) picked up, with the 
mutual understending that we would make every effort to bring 
about a settlement of this case, making the public interest 
paremount and doing nothing that would seriously jeoperdize 
either the costs of telephone service or the quality end the 
technical progress of that service. 






On this besis, beginning on the 6th of December 1955, a draft 
of a proposed Consent Decree was submitted, and negotiations 
ensued continuously, including weekends, until the concluding 
Decree, which we now have, finalized by the Court on 

January 24, 1956, resulted. 


FRK 1/25/56 
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APPENDIX G 


FINAL NEGOTIATIONS 


On December 7, 1955, we sent the Department of 
Justice a proposed decree (draft of December 6, 1955) as a 
basis for negotiations. 


The decree submitted was of the character suggested 
in the Memdérandum to Judge Barnes dated June 4, 1954: No 
earlier opportunity to deliver such a draft had presented 
itself. 


The outstanding feature of the decree was the pro- 
vision requiring that, without any time limit, we license any 
applicant at reasonable royulties under all existing and future 
Bell System patents for any equipment, provided the applicant 
would license Western and the A T & T at reasonable royalties 
for communications equipments specified by us. 


We also agreed to furnish technical information to 
licensees for five years respecting standard equipment regu- 
larly manufactured by Western for sale to the Operating Com- 
panies, at reasonable charges, subject to the applicant fur- 
nishing its technical information to Western at reasonable 
charges. 


The December 6th draft also enjoined defendants from: 


(1) acquiring other manufacturers of communica- 
tions equipment or other telephone companies; 


(2) granting or receiving exclusive distributor- 
ship rights; 


(3) fixing resale prices; or 


(4) restraining the Bell Operating Companies 
from disposing of any equipment owned by them. 
Negotiations with the Government went on daily from 
December 13 to December 23, 1955, with further meetings early 
in January 1956. 


During this period, six new complete drafts were 
delivered to them, as well as numerous redrafts of specific 
provisions, in an attempt to meet points raised by the Govern- 
ment during negotiations. 


In general, our approach was 


(1) to accept the Government's suggestions so 
long as they could be reduced to a form which would 
do no basic damage to our: business, and to endeavor 
to work out that form; 
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(2) to resist a decree which would not finally 
dispose of the case. 


The principal contentions made by the Government 


were: 


tb 
A4v 
d 


+) 


. 


—ub 


weauY 


“0 


nt 


(1) that the decree should be binding only for Wd 
20 years, after which we would again be subject to 
attack because of the position of Western in the Bell 
System; 


(2) that the Bell System should be limited to 
telephonic communication by wire, excluding radio, and 
that Western should b2 limited to manufacture of equip- 
ment useful for that purpose; 


(3) that the A T & T be required to maintain 
records disclosing costs incurred by it in rendering 
services to the Operating Companies under the License 
Service Contract, on a state by state basis; _ 

one ae 

(4) that licenses under our present patents be 
royalty-free; 


(5) that licenses under our patents be for all 
purposes, rather than for defined equipments specified 
by the licensee; 


(6) Ghat Western be_required to furnish technical 
information Sees on any equipment rather than 
merely standard equtpmen ies; | manufactured for 
sale to Bell System Companies; 


(7) that the fee for technical information should 
be the expense of reproduction only; 


(8) that Western be required to supply all exist- 
ing technical information at the cost of gathering and 
reproduction, with other reasonable charges being per- 
mitted only in respect of future technical information; 


(9) that Western be required to make non-discrimina- 
tory sales of equipment to independent telephone companies 
where not otherwise available; 


(10) that Western adopt a cost accounting system 
which would enable the regulatory commissions to deter- 
mine the cost of equipment and services sold to the Bell 
Companies and which would comply with any order of the 
FCC; 
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(11) that the A T & T and the Operating Companies 
be required to lease circuits to other communications 
“uO companies for use in message telegram business; 


(12) that Western should be required to manufacture 
ud equipment for the use of such companies in that business}; 


(13) that the defendants be enjoined from engaging 
in various non-regulated businesses; 


(14) that defendants be enjoined from going into or 
continuing the manufacture of products not used in common 
carrier communications services; and that Western be 
enjoined from engaging in any business of a character 
not engaged in for the Bell System or the Government; 


(15) that defendants be enjoined from making any 
contracts with others dividing fields of manufacture or 
distribution, granting exclusive licenses, or granting 
licenses subject to quantity, customer or price restric- 
tions, 


The Government made a number of other requests, 
relating mostly to the actval language of the decree, 


The settlement which we made, conceding some of the 
Government's requests, compromising others and refusing to 
yield on others, is shown by the Final Judgment itself, which 
we will now proceed to review, 
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REVIEW_OF FINAL _JUDGMENT 


Introductory Paragraphs 


Usual legal phraseology in consent decrees setting forth: 


1, Consent of both parties to settlement without trial 


2. Final Judgment constitutes no admission by either 


party 


cm 


Section I 
Usual legal phraseology in consent decrees affirming the 


court's power to enter order 


ection I 


=—- +f ~~ eS 


Definitions generally self-explanatory 


Section [if 


Usual legal phraseology in consent decrees binding those 





responsible to carry out terms of the decree 
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SECTION IV 


PARAGRAPH (A) PROHIBITS WESTERN OR A.T.&T, FROM GOING INTO, OR 

AFTER THREE (3) YEARS FROM CONTINUING, THE BUSINESS OF MANUFACTURING 
PRODUCTS OF A TYPE NOT USED BY BELL SYSTEM IN FURNISHING COMMON 
CARRIER COMMUNICATIONS SERVICES EXCEPT AS OTHERWISE INDICATED. 


(3) YEARS FROM ENGAGING IN ANY BUSINESS (AS DISTINGUISHED FROM 
MANUFACTURING) NOT _OF A CHARACTER OR TYPE ENGAGED IN FOR THE BELL 
SYSTEM OR THE GOVERNMENT, EXCEPT AS OTHERWISE INDICAIED IN THE 
DECREE.. 


. CONTINUED) 
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UNDER SECTION ITV. WESTERN CAN MANUFACTURE: 
1. ANYTHING OF A_TYPE TO BE USED BY BELL SYSTEM IN RENDERING 
COMMUNICATIONS SERVICES DESCRIBED 


2. ANYTHING USED IN MANUFACTURE OR INSTALLATION OF SUCH EQUIPMENT 


3. ANYTHING FOR THE GOVERNMENT OR ITS CONTRACTORS OR SUB-CONTRAC- 
TORS FOR USE ON GOVERNMENT ORDERS 


A. THE ARTIFICIAL LARYNX (A CONTRIBUTION TO HUMANITY) 
5. NASSAU PRODUCTS AS HERETOFORE 
6. ANYTHING FOR INTERNAL USE - NOT FOR SALE 


NOT PROHIBITED FROM DECIDING TO MANUFACTURE THINGS NOW BOUGHT FOR 
BELL SYSTEM, BUT MUST PROCEED WISELY TO AVOID FUTURE COMPLAINTS 


CAN ENGAGE IN ANY BUSINESS FOR BELL SYSTEM OR THE GOVERNMENT. 


(CONTINUED) 


26086 O—58—pt. 2, vol. 2 7 
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SECTION IW REQUIRES THAT AFTER THREE (3) YEARS WESTERN MUST: 


1, GET OUT OF THE MANUFACTURE FOR SALE OF ANYTHING NOT OF A TYPE 
SOLD OR LEASED TO THE BELL SYSTEM OR GOVERNMENT SUCH AS TRAIN- 
DISPATCHING EQUIPMENT (ANNUAL SALES AROUND $250,000) 


2. DISPOSE OF WESTREX IF IT CAN BE SOLD AT A FAIR PRICE AND ON 
REASONABLE TERMS AND HAVE THE PURCHASERS APPROVED BY THE COURT 
(TO ASSURE NO LESSENING OF COMPETITION IN THESE FIELDS) 


THE THREE (3) YEAR PERIOD MAY BE EXTENDED BY THE COURT UPON THE 





SHOWING OF GOOD CAUSE 
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SECTION V 


GENERALLY RESTRICTS BELL SYSTEM OPERATIONS TO COMMON CARRIER COMM- 
UNICATIONS SERVICES, AND INCIDENTAL OPERATIONS. 


DOES NOT RESTRICT 


1. SERVICES FOR GOVERNMENT 


2. FURNISHING CIRCUITS TO OTHER COMMUNICATION COMPANIES (WESTERN 
UNION, FOR EXAMPLE) 


3. DIRECTORY ADVERTISING 


4. RENDERING ADVICE OR ASSISTANCE TO OTHER COMMUNICATION COMPANIES 


GIVES BELL SYSTEM FIVE YEARS TO GET OUT OF PRIVATE COMMUNICATIONS 


SERVICES NOW RENDERED (PRIVATE MOBILE RADIO, INTER-COMMUNICATION 


SYSTEMS, ETC.), THE CHARGES FOR WHICH NOT SUBJECTED TO PUBLIC 
REGULATION, 
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SECTION VI 


PROVIDES THAT: 


1. WESTERN WILL NOT BECOME DISTRIBUTOR OF PRODUCTS OF OTHERS 


2. WESTERN WILL NOT GIVE ANYONE EXCLUSIVE DISTRIBUTORSHIP FOR OUR 
PRODUCTS 


EXCEPTION TAKES CARE OF 


1. OUR SALES (tNCLUDING PURCHASING AND DISTRIBUTION) TO BELLI 
COMPANTES AND TO THE GOVERNMENT 


2. WESTREX CONTINUING TO ACT AS DISTRIBUTOR TO SOUND STUDIOS AND 
ABROAD DURING PERIOD IT REMAINS SUBSIDIARY OF WESTERN 


3. FREEDOM TO DISPOSE OF EXCESS STOCKS ORIGINALLY INTENDED FOR 


SALE TO BELL COMPANIES OR GOVERNMENT 
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SECTION VIT 


RESTRAINS WESTERN AND A.T.&T. FROM: 


1. REQUIRING INDEPENDENT TELEPHONE COMPANIES TO BUY FROM THEM ON 
A CONTINUING BASIS 


2. FIXING RE-SALE PRICES ON THINGS SOLD 
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SECTION Vill 


ENJOINS WESTERN AND A.T.& 7. FROM ACQUIRING ANY CONCERN ENGAGED IN 
THE MANUFACTURE, DISTRIBUTION OR SALE OF COMMUNICATIONS EQUIPMENT 


EXCEPTIONS PERMIT: 
1. FUTURE CORPORATE REORGANIZATIONS WITHIN THE BELL SYSTEM 


2. IN SPECIAL CASES ACQUIRING OTHER BUSINESSES WITH COURT APPROVAL 
AFTER SHOWING THAT EFFECT WILL NOT SUBSTANTIALLY LESSEN 
- COMPETITION OR TEND TO CREATE A MONOPLY 
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SECTION IX 


WESTERN ORDERED TO MAINTAIN COST ACCOUNTING METHODS: 


1. CONSISTENT WITH GENERALLY ACCEP FEB ACCOUNTING PRINCIPLES 


2. THAT AFFORD A VALID BASIS FOR DETERMINING COSTS, 
INTO ACCOUNT THE MAGNITUDE 


MANUFACTURING OPERATIONS 


TAKING 
AND COMPLEXITY OF WESTERN'S 


OUR PRESENT ACCOUNTING SYSTEM MEETS THE CRITERIA DESCRIBED. 
OUR ACCOUNTING METHODS ARE APPROVED EACH YEAR BY OUR OUTSIDE 
AUDITORS. THEY HAVE BEEN ENDORSED 


IN THE PAST BY OTHER OUTSIDE 
ACCOUNTANTS AND ARE GENERALLY 


ACCEPTED BY REGULATORY COMMISSIONS 


AND THE N.A.R.U.C. 
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SECTION X 


SUBSECTION (A) 


THE DECREE REQUIRES THAT WE GRANT NON-EXCLUSIVE LICENSES AT ANY TIME 
IN THE FUTURE TO ANY APPLICANT UNDER ALL EXISTING AND FUTURE UNITED 
STATES PATENTS OF THE BELL SYSTEM AND AN APPLICANT CAN MAKE SUCCES- 
SIVE APPLICATION. 


BELL SYSTEM PATENTS INCLUDE ALL PATENTS WHICH ARE OWNED BY A.T.&°T. 
AND ITS SUBSIDIARY OPERATING COMPANIES, BTL, WESTERN AND WESTERN'S 
SUBSIDIARIES. 


INCLUDED ARE PATENTS WHICH MAY ISSUE IN THE FUTURE FOR INVENTIONS 
MADE BY EMPLOYEES OF ANY OF THE COMPANIES, EXCEPT SANDIA*’S, WHO ARE 
EMPLOYED TO DO DEVELOPMENT OR OTHER INVENTIVE WORK. 


INCLUDED ALSO ARE SUCH PATENTS UNDER WHICH WE HAVE THE RIGHT TO 
SUBLICENSE UNDER THE B-2 AGREEMENTS. 


AS A CONDITION OF LICENSING THE APPLICANT, WE MAY REQUIRE A NON- 
EXCLUSIVE LICENSE IN RETURN ON REASONABLE TERMS FOR ANY EQUIPMENT 
USEFUL IN FURNISHING COMMON CARRIER COMMUNICATION SERVICES OR USEFUL 
IN MANUFACTURING OR OPERATING SUCH EQUIPMENT. 


NOTE: UP TO THIS POINT THE DECREE REQUIRES US TO DO NO MORE THAN WE 
HAVE BEEN ACCUSTOMED TO DOING. 


(CONTINUED) 
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WE ARE REQUIRED TO GRANT ROYALTY-FREE LICENSES TO ANY APPLICANT 

UNDER PRACTICALLY ALL OF OUR PATENTS, EXCEPT TELETYPESETTER’S, 

WHICH WERE IN FORCE PRIOR TO THE DATE OF THE DECREE, EXCEPT THAT 
WE MAY CHARGE REASONABLE ROYALTIES TO THE OTHER PARTIES TO THE 
B-2 AGREEMENTS (RCA, GE AND WESTINGHOUSE) UNDER THESE PATENTS, 
BUT NOT DURING SUCH TIME AS THESE COMPANIES GRANT US ROYALTY- 
FREE LICENSES. 


WE ARE PERMITTED, HOWEVER, TO CHARGE REASONABLE ROYALTIES ON PAT- 
ENTS ISSUING AFTER THE DATE OF THE DECREE AND SUCH ROYALTIES MUST 
BE NON-DISCRIMINATORY. 


1T 1S NOT REQUIRED TO LICENSE PATENTS FOR INVENTIONS MADE MORE THAN 
5 YEARS AFTER THE DATE OF THE LICENSE. THIS ENABLES US AND THE 
LICENSEE TO NEGOTIATE DIFFERENT ROYALTIES FOR FUTURE PATENTS AT THE 
END OF THIS PERIOD. 


(CONTINUED) 
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FAGE 3 
SUBSECTION (B) 


REQUIRES WESTERN ADVISING APPLICANTS IN WRITING OF ROYALTY DEEMED 


REASONABLE, AND OF PATENTS UNDER WHICH WE WANT LICENSES, IF ANY, 


PROVIDES FOR COURT DETERMINATION OF ROYALTIES, IF PARTIES ARE 
UNABLE TO AGREE. 


SUBSECTION (C) 


PROHIBITS RESTRICTIONS LIMITING RIGHTS UNDER LICENSES GRANTED BY 
US EXCEPT 


1. PAYMENT OF REASONABLE ROYALTIES - NON-DISCRIMINATORY 


2. GRANTBACKS OF LICENSES UNDER PATENTS OF APPLICANT'S 


ASSOCIATED COMPANIES AND THEIR TECHNICAL STAFFS 
3. SUCH OTHER TERMS AS COURT MAY APPROVE ON SPECIFIC APPLICATION 


1F APPLICANT REQUESTS, REASONABLE ROYALTIES MUST BE FIXED FOR EACH 
LICENSE - INSTEAD OF ‘SHADING* OR ELIMINATING ROYALTIES CONSIDERING 
RELATIVE PRESENT OR PROSPECTIVE PATENT POSITIONS, 


(CONTINUED) 
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SIBSECTION (b) 
ADMINISTRATIVE PROVISIONS IN RESPECT TO RECORDS, AUDITS, ETC. 
SUBSECTION (E) 


PROVIDES THAT ANY LICENSEE CAN CANCEL LICENSE IN WHOLE OR IN PART 
AT ANY TIME. 


REQUIRES APPROPRIATE ADJUSTMENT IN ROYALTY RATES IN SUCH EVENT, 


WITH RECOURSE TO COURT IF AGREEMENT CANNOT BE REACHED, 


REQUIRES ROYALTY-FREE GRANTS UNDER FOREIGN PATENTS IN THE EVENT OF 


SALE ABROAD OF FQUIPMENT MANUFACTURED UNDER U.S. LICENSE. 


(CONTINUED) 
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PAGE 5 
SUBSECTION (F) 


REQUIRES US TO NOTIFY EXISTING LICENSEES WITHIN SIXTY (60) DAYS OF 
PROVISIONS GF SECTION X, 


ANY LICENSEE UNDER ANY AGREEMENT WHICH WE HAVE ENTERED INTO PRIOR 
TO THE DECREE CAN TERMINATE HIS OWN LICENSES. HOWEVER, THE DECREE 
DOES NOT TERMINATE THE LICENSES WHICH WE HAVE RECEIVED UNDER OUR 
PRESENT AGREEMENTS. 


THIS PROVISION MAKES AVAILABLE TO PRESENT LICENSEES, AS WELL AS TO 
NEW APPLICANTS, ROYALTY-FREE LICENSES UNDER PRACTICALLY ALL OUR 
PRESENT PATENTS. 


THIS MEASURE DEPRIVES US OF CONSIDERABLE BARGAINING POWER IN OB- 
TAINING ROYALTY-FREE RIGHTS, AND WE MAY HAVE TO PAY SUBSTANTIAL 
ROYALTIES. 


HOWEVER, SINCE 1947 WE HAVE NEGOTIATED LICENSE AGREEMENTS WITH THE 
MAJOR COMMUNICATION MANUFACTURING COMPANIES OF THE WORLD AND SINCE 
THE DECREE DOES NOT DEPRIVE US OF RIGHTS, THE EFFECT OF THE DECREE 


WILL NOT BE IMPORTANT FOR A FEW YEARS. 
(CONTINUED) 
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THE DECREE RESTRAINS US FROM ACCEPTING PATENT RIGHTS UNLESS THEY ARE 
NON-EXCLU&1 VE, FROM RECEIVING OR GRANTING RIGHTS TO SUBLICENSE THIRD 
PARTIES, AND FROM DISPOSING OF ANY PATENTS OR RIGHTS, INCLUDING 
RELEASES TO EMPLOYEES, UNLESS THE TRANSFEREE 1S COMMITTED TO OBSERVE 
THE PROVISIONS OF THE DECREE. 
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Section XI 


Upon written request, Western directed to furnish 
list as of January 1 of the year involved of unexpired 


patents. 
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SECTION XT 


WE ARE RESTRAINED FROM ACQUIRING PATENTS OF OTHERS UNLESS THE TERMS 


OF A NON-EXCLUSIVE LICENSE ARE UNREASONABLE, EXCEPT PATENTS ON 
INVENTIONS MADE BY THIRD PARTIES WHERE WE HAVE CONTRACTED WITH THEM 
TO DO DEVELOPMENT WORK FOR US. 








2494 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


Section XIII 


A. T. & T. enjoined from receiving any royalty from 
Western on any equipment sold to the Bell Operating 


Companies. 
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SECTION XIV 


SUBSECTION (A) 


THE DECREE REQUIRES US TO FURNISH SPECIFIED TECHNICAL INFORMATION 
TO A DOMESTIC PATENT LICENSEE AT ANY TIME IN THE FUTURE AND FOR 
ALL TIME. 


NOTE: THIS 1S A-SUBSTANTIAL CHANGE IN OUR PRACTICES; WILL IN- 
VOLVE MANY PROBLEMS WHICH WE WILL WANT TO DISCUSS FURTHER 
AFTER FINISHING REVIEW OF DECREE. 


(CONTINUED) 


26086 O— FR pt. 2, vol. 2 s 
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SUBSECTION (B) 


WE ARE REQUIRED ONLY TO FURNISH INFORMATION RESPECTING ALL EQUIPMENT 
MADE BY WESTERN FOR SALE TO THE BELL SYSTEM, WHETHER OR NOT STAN- 
DARDIZED FOR WHICH APPLICANT IS LICENSED. 


TECHN I CALLY THIS DOES NOT REQUIRE US TO FURNtSH ItNFORMATION ON 
PURCHASED APPARATUS (KS SPEC ITEMS) OR ON TELETYPE EQUIPMENT, 


WE ARE REQUIRED TO FURNISH DOCUMENTARY INFORMATION ONLY - MANUFAC. 
TURING DRAWINGS AND SPECIFICATIONS FOR MATERIALS AND PARTS AND 
SPECIFICATIONS AND MANUFACTURING DRAWINGS COVERING ASSEMBLY, WIRING 
AND TEST REQUIREMENTS. 


_.WE ARE NOT REQUIRED TO KEEP THE APPLICANT UP-TO-DATE BUT HE CAN MAKE 
SUCCESSIVE APPLICATIONS AND SO GET IMPROVEMENTS. 


METHODS, PROCESSES, MANUFACTURING LAYOUTS OR QUALITY CONTROL § NOR 
DESIGN OR SYSTEMS ENGINEERING DATA, INSTALLATION OR MAINTENANCE 
INSTRUCTIONS. 


WE ARE NOT REQUIRED TO FURNISH ANY INFORMATION ON ry cova f wo 


WE ARE NOT REQUIRED TO FURNISH ANY BTL PAPERS, ‘KNOW-HOW’, 
CONSULTATION OR SIMILAR SERVICES. 
za / 


- 
a 


(CONTINUED) 
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SUBSECTIONS (C) (D) (E) (F) & (G) 


WE MAY RECEIVE REASONABLE COMPENSATION ON A NON-DISCRIMINATORY BASIS 
FOR THE COST OF ASSEMBLING THE MATERIAL AND A REASONABLE PROPORTION 

OF THE DEVELOPMENT EXPENSE APPLICABLE TO THE CLASS OF PRODUCT, WITH 

APPROPRIATE CREDITS TO OUR DEVELOPMENT EXPENSE. 


THE APPLICANT WILL BE REQUIRED TO PAY SUCH FEES EVEN THOUGH THE a 
EQUIPMENT 1S SOLD TO BELL SYSTEM COMPANIES. 


APPLICANT MUST FURNISH HIS TECHNICAL INFCRMATICN TO WESTERN OF THE oo 
SAME CHARACTER AND SCOPE. 


INCLUDES ADMINISTRATIVE PROVISIONS WITH RESPECT TO RECORDS, AUDITS, ETC. 


IN EVENT OF DISAGREEMENT AS TO CHARGES, PROVISION MADE FOR RECOURSE 
TO COURT. 
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SECTION XV 


A GENERAL PROHIBITION AGAINST SIN - MORE SPECIFICALLY AGAINST 
COMBINATIONS IN RESTRAINT OF TRADE: 
1. NO AGREEMENTS TO DIVIDE MARKETS 
2. NO EXCLUSIVE LICENSES UNDER PATENTS 
3. NO GRANTING OF RIGHT TO SUE UNDER PATENTS OF ANOTHER PARTY 
4. NO RESTRICTIONS UNDER PATENT LICENSES: 
(A) IMPOSING QUANTITY OR DOLLAR LIMITATIONS 
(B) RESTRICTING SALES TO DESIGNATED CUSTOMERS GENERALLY 


(C) ESTABLISHING PRICE! 
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SECTION XvI 


Usual provision giving Government rights to investigate 


our compliance, 
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SECTION XVII 


COMMON IN CONSENT DECREES WHEREBY THE COURT RETAINS JURISDICTION TO 
INTERPRET, MODIFY OR TERMINATE ANY PROVISIONS AND FOR ENFORCEMENT 
OF COMPL 1! ANCE 


COURT DECISIONS MAKE IT CLEAR, HOWEVER, THAT ITS PROVISIONS WILL 
NOT BE MODIFIED WITHOUT A SHOWING OF SUFFICIENT CHANGE OF CIRCUM- 
STANCES TO WARRANT SUCH ACTION 


SPECIFICALLY PERMITS MODIFICATION IN REMOTE EVENT OF ELIMINATION 
OF PUBLIC REGULATION OF OPERATING BELL COMPANIES IN A SUBSTANTIAL 
NUMBER OF STATES 


(CONTINUED) 
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SECTION XYIT FURTHER SPECIFICALLY PERMITS FUTURE ORDERS, WITHOUT 
SHOWING OF CHANGE OF CIRCUMSTANCES, 


(A) REQUIRING SALES AT NON-DISCRIMINATORY PRICES TO INDEPENDENT 
TELEPHONE OPERATING COMPANIES, OR PROHIBITING OR LIMITING 
SALES TO SUCH COMPANIES 


(B) REQUIRING SALES AT NON-DISCRIMINATORY PRICES TO COMMUNICATIONS 
CARRIERS COMPETING WITH BELL SYSTEM OF EQUIPMENT, OTHER THAN 
TELEPHONE EQUIPMENT, USED BY BELL COMPANIES 


(C) REQUIRING BELL SYSTEM TO CONTINUE TO LEASE CIRCUITS ON 
REASONABLE TERMS TO COMMON CARRIERS IN THE MESSAGE TELEGRAM 
BUSINESS TO THE EXTENT THAT THEY ARE REASONABLY AVAILABLE 


END 
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OUTLINE OF BELL SYSTEM PATENT LICENSING POLICY 


11 1S THE BELL SYSTEM POLICY TO MAKE AVAILABLE UPON REASONABLE TERMS 
TO ALL WHO DESIRE THEM NON-EXCLUSIVE LICENSES UNDER ITS PATENTS FOR 


ANY USE. 


THE MAJOR OBJECTIVE OF THIS POLICY 1S TO OBTAIN NON-EXCLUSIVE 
LICENSES UNDER THE PATENTS OF OUR LICENSEES IN ORDER THAT WE MAY BE 


FREE TO DESIGN AND MANUFACTURE THE BEST POSSTRALE EQUIPMENT. 


WE DO NOT GRANT OR RECEIVE EXCLUSIVE LICENSES, NOR DO WE IMPOSE 
CUSTOMER, USE OR TERRITORIAL LIMITATIONS, NOR DO WE RESTRICT QUAN- 
TITIES OR DOLLAR AMOUNTS OF EQUIPMENT MADE BY A LICENSEE, 


WE DO NOT GRANT OR RECEIVE THE RIGHT TO SUBLICENSE THIRD PARTIES. 
WE HAVE ACQUIRED SUBLICENSING RIGHTS UNDER THE B-2 AGREEMENTS WITH 
RESPECT TO A LARGE NUMBER OF PATENTS OWNED BY RCA AND GE. WE TERM- 


INATED SUCH RIGHTS WITH RESPECT TO WESTINGHOUSE ON 1-1-55. 


(CONTINUED) 
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OUR STRONG PATENT POSITION HAS ENABLED THE SYSTEM TO GET VALUABLE 
RIGHTS FROM OUR LICENSEES ROYALTY-FREE IN EXCHANGE FOR RIGHTS UNDER 
BELL SYSTEM PATENTS, WITH SOME ROYALTY PAYMENTS IN MOST CASES TO 
BALANCE OUT RELATIVE VALUES. ROYALTY REVENUES ARE, HOWEVER, RELA- 
TIVELY UNIMPORTANT COMPARED WITH THE PRIMARY OBJECTIVE OF FREEDOM 
OF DESIGN, 


1954 GROSS ROYALTY REVENUES- - - - - - = = = = = $5,300,000 


1954 NET ROYALTIES TO WESTERN- - - & - = = = = = $2,000,000 
(AFTER SPLIT WITH A.T.&T.) 


IN ADDITION TO FREEDOM OF DESIGN, OTHER IMPORTANT CONSEQUENCES FOL- 
LOW FROM OUR LICENSING POLICY: 


THE AMOUNT OF PATENT SEARCH TO DETERMINE WHETHER WE ARE INFRING- 
ING THE PATENTS OF OTHERS IS GREATLY REDUCED 


THE EXISTENCE OF A CROSS-LICENSE AGREEMENT PERMITS FREEDOM OF 
SCIENTIFIC LIAISON WITH OUR LICENSEES. THESE MUTUAL PRIVILEGES 
ARE REGARDED BY BTL AS THE MOST IMPORTANT RESULT OF CROSS- 
LICENSING, 
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January 4, 1956 


NOTES ON CONFERENCE WITH ANTITRUST DIVISION STAFF 


- 


Foote said logié of relating royalty-free patent licens- 
ing to B-2 agreement with exception of parties to B-2 
agreement from royalty-free provisions, would require 
royalty-free licensing of all patents on inventions made 
prior to December 31, 1954. Much discussion ensued in 
which it was pointed out that logic would also compel 
limitation of royalty-free licensing to B-2 sublicensing 
fields. 


Kilgore indicated willingness to accept date of decree 
on all existing patents with exception of B-2 parties. 
Kramer opposed in principle but indicated willingness to 
exclude RCA only for reason that they had "settled" with 
General Electric through lamp decree which resulted in 
dedication of some patents falling under B-2 agreement. 
Also referred to similar situation with Westinghouse. 
Admitted however that inreither case was B-2 agreement 
involved so as to preclude the department from further 
suit on B-2, 


Matter finally left that both sides should consider 
settlement requiring royalty-free licensing of patents 
in existence on date of decree with exception of B-2 
parties except where royalty-free grantback is offered. 
Foote to take this matter up with Barnes and advise us 
tomorrow. 


Discussed Western accounting clause - Kramer taking 
principal part. Result of his suggestions would make 
clause read substantially as follows: 


"Western is ordered and directed to maintain 
cost accounting methods that conform with 

such accounting principles as may be generally 
accepted and afford a valid basis, taking into 
account the magnitude and complexity of the 
manufacturing operations involved, for deter- 
mining the cost to Western of equipment sold 
to AT & T and Bell Operating Companies for 
use by them in furnishing common carrier 
communications services. 


Kramer still worried about meaning of the term "valid", 
Alternate suggestion is "reasonable". ¢ 
Anwretr& 
Kilgore inquired about cost accounting methods for Westerre— 
contract allocations. We pointed out FCC already had 
adequate power under Section 220 to require keeping of 
records in such detail as it required relating to segre- 
gation of such expenses, that FCC had not asked for 
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ails 


additional power in this connection in 1939 investi- 
gation report, that matter had been studied extensive- 
ly starting in 1942 resulting im 1945 NARUC-FCC Report, 
required supporting data in adequate detail to satisfy 
FCC, reports were made annually with reference to cnan- 
tract and expense allocations which are reviewed by the 
FCC and that matter had been dealt with in lengthy rate 
cases. We said only real issues now existing have to 
do with whether or not expenses are "license" or "non- 
license” and that no real issues of allocation of costs 
between states and companies really exist. 


Foote said"Porget it - I'll take care of it". 


Kilgore suggested we turn to draft of December 2lst and 
either he or other members of the staff made the follow- 
ing comments: 


(a) Murphy suggested that on page 7, subparagraph (E) 
(3)t49 there should also be included a provision 
permitting renegotiation. We explained reasons 
why this was not necessary and Kilgore agreed which 
seemingly put an end to the matter. 


(b>) Kramer suggested that someone else in the depart- 
ment had asked whether we had authority to bind 
Southern New England and Cincinnati and Suburban 
in so far as they are bound by their inclusion in 
the definition of "Bell Operating Companies". We 
pointed out that they were nowhere bound. Kramer 
then referred to the fact that whereas we are 
only required to grant licenses under patents owned 
by. defendants or their subsidiaries the grantback 
includes a sublicense to the Bell Operating Companies. 
He simply raised the point to see whether anyone of 
; the staff were disturbed by it and no one seemed to be. 


(c) Draft of 12/21 - Page 10 - subsection (C)(2). Insert 
between "furnished by Western" and “respecting equip- 
ments" the words "but only". 


(a4) Kilgore - Draft of 12/21 - page 13. Pirst full para- 
graph, second sentence - change "the period” to “time” 
and change "shall" to "may". 


(e) Draft of 12/21 - page 13 - Paragraph XI(A). This 
language to be changed back to language of draft of 
12/17, adding the words "or adhering to” after "en- 
forcing" and including a proviso after the words 
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“under patents," ",without more,". This should 
take care of the IT&T bugaboo although this still 
is almost incomprehensible. 


(f) Draft of 12/21 - page 14 - subparagraph (C). 
Question raised as to parenthetical phrase “except 
where sales are limited to subsidiaries". We 
explained this was necessary to preclude expansion 
of rights granted: under B2. Somebody suggested 
addition of words "under existing agreements". 
More work to be done on explanation. 


(g) Draft of 12/21 - page 16 - Paragraph XVI. Kramer 
feels that "substantial elimination of public regu- 
lation" is too broad. He suggests language to 
this effect: 


"Elimination hereafter by a substantial 
number of states of regulation of charges, 
etc." 


We pointed out that in Texas there was municipal 
regulation and other states might change to munici- 
pal regulation and he said that might be met by 
changing his language to "in a substantial number 
of states". The word "hereafter" is to exclude 
from account Texas and Iowa. 


5. Draft of December 30, 1955: 


(a) Page 2 - Definition of "Bell System patents". 
We explained reason for inclusion of parenthetical 
material. Kramer said language did not accomplish 
purpose. Suggested changing the word "including" 
to "and" in the third line and inserting in the 
parenthesis before “subsidiaries” the words 
‘employees of". 


(ov) Page 3 - second line - insert after second "which" 
the words "either of". 


(c) Page 3 - Definition of "Message telegram service”. 
We pointed out inclusion of words "at one of its 
public offices" and said this was to exclude inter- 
pretation that teletype service might be included. 
Kramer said that had worried him too and he thought 
this did it. 


(ad) Page 4 - Paragraph IV, 4th line. Insert "some" be- 
tween “any” and "or". 
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(e) 
(ft) 


(g) 
(hn) 
(1) 


(3) 


(k) 


(1) 


-h. 


Page 5 - we pointed out inclusion of new paragraph. 


Page 8 - 2nd line. Kilgore questioned use of word 
"material". We pointed out it was converse of 
"Immaterial". 


Page 9 - 10th line. Change "United States Government" 
to "plaintiff". 


Page 14 - Paragraph XI (a) Change "United States 
Government" to "plaintiff or any agency thereof". 


Page 14 . Explained change in Paragraph XI (g) 
with apparent acceptance. 


Page 14. Paragraph XI. Would this permit Western 
or Western's subsidiaries to engage in non-regulated 
businesses? Also comma after "directly". 


We are to supply a letter stating the businesses 
which we will be compelled to get out of as a result 
of Paragraph XI. Murphy also wanted list of busi- 
nesses we would stay in and we said this would be 
very difficult to particularize in a short letter. 
Some suggestion that we make reference to the list 
from which we had discussed this matter. This may 
be our.opportunity to button up TWX, Teletype and 
make it clear that as to these services it is not 
intended that there should be any change. If we 
do this we also should leave plenty of room for the 
future on other services which may fall within the 
definition. 


Page 16 - Paragraph XIV. Insert "specific" between 
"any" and "contract" in parenthesis. 


HORACE P. MOULTON 
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AMERICAN TELEPHONE & TELEGRAPH CO. 


December 30, 1.55 


ma__Moulton 


Attached are: 


1. A copy of Mr. Einerman's 
notes regarding the license contract. 


2. Two copies of a legal 
memorandum regarding power of the 
FCC to regulate accounting for 
license contract expenses. 


3. A clause prepared at 
the request of Mr. Best for possible 
use relating to crediting of royal- 
ties. 


The material in Mr. 


Einerman's point 7 would be used 
only if questions are asked. 


OW 
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Cc co 


le 1939 Report of F.C.C. on Investigation of Telephone Indus- 
try contained certain findings with regard to the License 
Contract: 


a) The General Departaent of American Company does not 
record its expenses on its books in such fashion as to 
segregate currently or permit a segregation of the ex- 
penses incurred in the performance of the License Con- 
tract (Page 158). 


b) American Company should be required to keep its 
accounts so as to show (a) the disbursements meade by 
it on behalf of the operating wnits under the License 
Contracts and (b) the disbursements assignable to its 
corporate activities as a holding company (Page 581). 


e) There was no suggestion in the report that the 
F.C.C. does not have adequate authority to require 
such cost segregations if they are found to be desir- 
able or necessary. 


—_— 

2. As an outgrowth of the F.C.C. Investigation, an extensive 
study was made of the License Contract arrangement by a Joint 
Subeceamittee of State Commission and F.C.C. Representatives 
reporting to the H.A.R.U.C. Staff Committee on Telephone Regu- 
latory Matters. 


a) Special N.A.R.U.C. Committee to cooperate with F.C.C. 
in studies of telephone regulatory matters originated in 
Jue 1941. Study of License Contract was initiated at 
conference of Special Committee and F.C.C. Commissioners 
in December 1942. 


b) Staff Subcommittee submitted its report to Staff Con- 
mittee on September 21, 1955. 


a 1945 Report of H.A.R.U.C. Staff Subcommittee contains a 
thorough analysis of the License Contract arrangement and 
certain conelusions and reecamendsations. 
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a) 


a oe 


, > 


c) 


a) 


e) 


“2°: 


Objeetive of Subcommittee's study was to reach sound 
eonclusions with regard to (1) the segregation of eosts 
between “service” (those properly chargeable to the 
operating companies) and “non-service" (those not prop- 
erly chargeable to the operating companies), (2) the 
reasonableness of the amounts involved, and (3) the 
soundness of the bases used, or proposed to be used, 
in making allocations of costs. 


Subeommittee's report includes an analysis of License 
Contract revenues, costs incurred by the General Depart- 
ment, and the Company's allocations between "License" 
and “non-License" activities. It includes a description 
of the activities of each department of the General 
Department. 


Subcommittee reported that it was impossible to reach 
agreement within itself upon a segregation of the activi- 
ties of the General Department between service and hold- 
ing company functions. 


The Subcommittee arrived at the following general 
conelusions: 


1) Actual cost rather than ea percentage of gross 
revenues should be the basis of charges for service. 
(Company representatives agreed in principle 
but mentioned the problezs involved in 
any change) 

2) Odjective cost records should be maintained 
whieh would enable regulatory bodies to make a 
segregation between service and non-service costs. 

(Company agreed to make a more detailed 
segregation of costs) 

Company agreed to furnish annual statements to each 
operating company showing costs broken down by depart- 
ments and by functions within depertsents, between 
lieense and non-lieense, by companies and states, and 
showing bases of allocation. Such reports to be avail- 
able to regulatory bodies. 





De 
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Further developments with N.A.R.U.C.-F.C.C. Committee: 


a) 


b) 


Report of Staff Committee to H.A.R.U.C. Convention 
in November 1946 mentioned that American Company had 
complied with certain of Subcommittee's recommendations, 
It stated that certain items required further study. 


Following discussions with the 5.A.R.U.C,. Special 
Telephone Committee in September 1948, the Company 
agreed to reduce the License Contract payment rate 
from 1-1/2 per cent to 1 per cent. The Committee's 
announcement stated in part: 


"The propriety of the payment of a percentage 
of revenues for license contract service has been 
the subject of considerable controversy in certain 
rate proceedings, and the committee met with the 
company officials in an at t to develop pro- 
cedures under which the act costs would be 
billed to each company for services rendered it. 
It was the position of the company that a cost 
Plan would be impracticable and that it would 
result in greater controversy. The company of- 
ficials stated that this substantial reduction 
should help to minimise controversy and it is the 
opinion of the committee that it should tend in 
that direction.” 


American Company now makes annual studies and furnishes 
operating companies with annual statements showing License 
Contract revenues and allocations of expenses incurred and 
capital employed. (Show sample copy) 


a) 


26086 O 


American Company financiel statements are furnished 
showing date for Generel and Long Lines Departments s0 
that companies can reconcile amounts sown for General 
Department. 


Classes of expenses incurred and amounts charged 
are shown. Explanation of allocation beses and of 
changes therein are given. 


Copy of study work-sheets furnished to F.C.C. 
representatives annually and they make such checks of 
procedures as they think necessary. (Show sample copy) 


o8—pt 
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6. In most rate eases, American Company witnesses present 
explanation of License Contract arrangement, describe the 
serviees renderes and present statements showing costs in- 
curred. (Show sample copy) 


a) Regulatory Commissions generally have been inelud- 
ing the License Contract payments in expenses for rate 
~“ making purposes. In the most recent cases in all states, 
only two or three commissions have disallowed any part 
of the paynents. 


b) Commission staff representatives on cceasion have 
visited New York and made complete examinations of the 
Lieense Contract cost studies. 


7° Basic questions and company position: 


a) Questions related to American Company “holding company" 
funetions and costs. 


we should costs relating to American Company's 
"hol company" activities be treated as eosts of 
rendering License Contract services? 


Ae American is a “holding " only in 
the sense that it holds securities of sidiary 
operating companies. Most of its so-called holding 
company costs result from its separate corporate 
existence but as a part of the Bell System, its 
activities are directed toward the common objective 
of providing an integrated nationwide tel ser- 
vice. In the development of the Syste, operating 
companies have assumed the functions of providing tele- 
phone facilities and services in the territories in 
whieh they are loeated, with the aid of services ren- 
dered by American Company under the License Contract. 
The services whieh American Company renders are those 
which ean be most economically and effectively per- 
forned 2 centralised o sation, there being no 

: -< work under oo t. —_ ad- 
vantages of local management a thro *€ 
separate operating companies and the es of 
centralizing various functions necessary to the 
operations of these companies are believed to ocut- 
weigh any additional costs which are attributable to 
the existence of the separate corporations involved. 


Qe Are not the expenses of servicing the securities 
of American Company “holding company" costs? 
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Ae 


Qe 


A. 


Q. 


Ae 


- 5- 


The proceeds - the sale of securities of 
American Company have provided practically all of 
the equity eapital invested in the plant of the 
operating telephone companies. It seems proper, 
therefore, that related servicing costs should 
rest where the proceeds from the securities to 
which they relate are finally invested, namely, 
with the operating Sean and that tney should 
be recovered rae License Contract payments. 
Furthermore, if of the securities of the 

operating companies vere in the hands of the 
eahes various studies which have been made in- 
—— that the servic eosts which would then 
be ineurred directly by companies would exceed 
the corresponding costs now incurred by American 


Are not the policy making functions of American 
Company concerned with the protection of its invest- 
ments in the operating companies rather than with 
telephone operations? Hence, are not the related 
expenses “holding company" costs? 


The policy making functions of American Company 
are in fact toward coordina the opera- 
tions of the Bell System to the extent t coordina- 
tion is required for the provision of an efficient 
nationwide telephone service. Such policy making is 


lly 
Seen eee ats ate ere eaten 
operation of the System rather than to the protection 
of investments therein. <Aecordingly, it is proper 
that all such costs should be borne by the users of 
telephone service. 


Are not the costs of the Secretary's Depertzent 
and the annual report and directors’ fees duplica- 
tions of similar costs ineurred the operating | 
companies? Are not these costs iding company" 


~ rok of these items results from the fact that 
exists as a separate corporetion 
of course, similar — items are also 
o opera companies Souseene : sinee the cor- 
noe organisa of a Bell System is believed 


advantageous 

telephone service, it seems reasomable that ell eor- 
porate costs # shoul ultimately be borne the tele- 
phone user whe receives the benefits of eorpore te 
arrangement. Furthermore, were the Bell Systen 4 
consist of a single company, it seems reasonable to 
expect that operating and other Givisions correspond- 
ing to the present seperate corporations might be 
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b) 


‘y 
~_ 


ec) 


-6-« 


established with advisory boards of directors, 
with annual reports, and requiring certain secre- 
terial serviees in eddition to esch of these items 
for the entire company. 


Question related to billing actual costs rather 


than percentage of revenues. 


Qe 


Ae 


If rate increase is granted, payments by operating 
Company under License Contract increase with no cor- 
responding increase in emount or value of the services 
rendered by American Company; hence, why should not 
the pampente made by the operating companies be on 
the basis of allocated costs? 


Payment on a percentage of revenue basis is a 
simple ement which is easy to administer and 
which, over the years, has resulted in payments by 
the operating companies which have been less than 
the costs of rendering the services including costs 
of capital employed. American Company expenses in- 
curred in rendering services have increased as a 
result of the same factors requiring increases in 
porasire samnented revenues. Therefore, increased 
License Contract payments will help meet American 

‘s increased expenses. While the Systen 
accepts in principle the idea of billing for ser- 
vices on an allocated cost basis, there are certain 
practical objections to making the ae Sueh ea 
change would involve a revision of the License Con- 
tract whieh would require regulatory commission 
approval in many states and might well result in 
considerable controversy as to what costs should 
be billed. It has also been the practice to reduce 
the rate of payment from time to time so that the 
payments would continue in reasonable relationship 
te the costs of the services. 


Questions related to maintaining actual cost records 


for "license" and “non-license” activities and for each 
company. 


we 


A. 


— not maintain cost records whereby employees’ 
salaries may be associated with individual functions 
or activities? 


The keeping of such records on the part of pro- 
fessionel people would be burdensome because of the 
character of their work which involves in many cases 
the consideration and disposal of e mumber of un- 
related and varied matters in the course of a day. 
There is considerable overlapping of functions not 
only as concerns individuals but also as between 
departments. There are a large number of generel 
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te 


Ae 


- 7 - 
functions as shown by the lists of work performed 
by the various departments and of these fune- 
tions merge one into the other. 8 poses a dif- 


ficult problem of separation. The keeping of 
individual time records would entail considerable 
additional work on the part of employees, would 
increase costs and would slow down activities. 
Further, such cost records, attempting to account 
for each employee's time in detail, would not 
necessarily result in a more accurate cost record 
than that presently maintained. 


Why does not American Compeny maintain records 
for each company individually of the costs incurred 
and capital employed in rendering the License Con- 
tract services? 


Because of the nature of the services, it is not 
practicable to maintain separate cost records for 
each company. The License Contract services are 
performed by centralised organisations for the 
benefit of all of the operat companies. for 
example, the research and 4 pment work done by 
the Beli Laboratories has general application to 
all of the companies and it is not possible to 
ooo the amounts paid for this work to thes in- 
Gividually. Similarly, most of the work performed 
by the General Department has application to all of 
the operating companies. It includes general studies 
directed toward the extension and improvement of the 
service, the telephone plant and the day-to-day 
operations and the preperation of written material 
for these purposes which is circulated generally to — 
the companies. It also includes work with organisa- 
tions of national seope, work with Bell Labdorstories 
ao that the needs of the companies may be recognised 
in the development program and work with Western 
Electric Company in the overall interest of furnish- 
ing equipment and supplies to all of the companies. 
The nature of this work is such that the releted 
costs can be assigned to the companies only on some 
overall allocation basis. Fundamentally, the allo- 
cation problem here is that which accountants meet 
frequently in apportioning headquarters expenses and 
other overheads of a company to the various opera- 
tions or arees of the company. The problem is not 
materia different because the services in the case 
of the 1 System are performed by one company for 
a group of other companies. In fact, the methods 
employed in making allocations of the service costs 
to the operating companies are equivalent to those 
whieh would be followed if all of the Bell Systen 
were combined in a single company end its overheads 
were distributed to the operating areas, 
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December 29, 1955 


POWER OF FEDERAL COMMUNICATIONS COMMISSION TO REGULATE 
ACCOUNTS OF AMERICAN TELEPHONS AND TELEGRAPH COMPANY 
WITH RESPECT TO LICENSE CONTRACT SERVICKS 


It is the purpose of this memorandum to consider 
the power of the FCC to regulate the accounts and records 
of the American Company with respect to its expenses in 
providing license contract serwices. 

Section 220(a) of the Commurrications Act of 1934 
provides as follows: 

"The Commission may, in its discretion, 
prescribe the forms of any and all accounts, 
records, and memoranda to be kept by carriers 
subject to this Act, including the accounts, 
records, and memoranda of the movement of 
traffic, as well as of the receipts and 
expenditures of moneys.* 

Section 220(c) gives the Commission the right to 
inspect all accounts, records and memoranda kept by carriers. 
It also places the burden of proof on the company to justify 
every accounting entry questioned by the Commission. 

Section 220(d) provides for monetary forfeitures 
in case of failure or refusal by the carrier to keep such 
accounts, records or memoranda and in the manner prescribed 


by the Commission. 
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in 


Section 220(e) provides for fines and imprisonments 
for willfully making false entries or willfully neglecting 
or failing to make full, true and correct entries. 

Section 220(g) provides that after the prescription 
of the forms and manner of keeping the accounts, records and 
memoranda, it shall be unlawful to keep any other accounts, 
records or memoranda than those so prescribed or such as may 
be approved by the Commission or to keep the accounts in any 
other manner than that prescribed or approved by the Commission. 

Section 220(h) permits the Commission to classify 
carriers and prescribe different requirements for different 
classes of carriers. 

Section 219(a) authorizes the Commission to require 
annual reports from carriers, to prescribe the manner in which 
they shall be made and to require specific answers to all 
questions upon which the Commission may need information. 

Section 219(b) authorizes the Commission to require: 
monthly reports of earnings and expenses and to require the 
filing of periodic or special reports concerning any matters 
with respect to which the Commission is authorized or required 
by law to act. 

In 1935, shortly after its creation, the FCC exer- 
cised its authority under Section 220(a) and entered an order 


prescribing a wniform system of accounts for telephone cdémpanies. 
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The American Company and others attacked certain specific 
provisions of the order. The decision of the Supreme Court 
(American Tel, & Tel. Zo. v. United States, 299 U.S. 232 
(1936)), upholding the Commission's order, made apparent the 
broad powers possessed by the FCC with respect to accounting 
classifications and practices. The Court stated at p. 236 
that for a court to upset an accounting order it must be 
"'so entirely at odds with fundamental principles of correct 
accounting? s mm Ry. Co. v. | ed St ’ 


231 U.S. 423, 444) as to be the expression of a whim rather 


than an exercise of judgment. Norfolk & Western Ry. Co. v. 
United States, 287 U.S. 134, 141; Kansas City Southern Ry. Co. 
v. Jnited States, supra, p. 456.” 

Subsequent cases have reiterated this doctrine. 
Thus, New England Tel. & Tel, Co. v. United States, 53 F. Supp. 
400 (1943) involved an order of the FCC prohibiting the com- 
pany from charging to an operating expense account a certain 
portion of its payments to the trustee of its pension fund 
which the Commission alleged related to past services. The 
alternative was to report the amount as a deduction from income. 
In refusing to enjoin the Commission order the Court said taat 
it could not be held to be the mere "expression of a whim rather 


than an exercise of judgment." 
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The license contract relationship, the expenses 
incurred in rendering the services, and the receipts there- 
from are legitimate matters of inquiry by the FCC in the 
performance of its functions. Under its broad statutory 
powers, not only with respect to accounts and records but 
also witn respect to reports, the Commission could clearly 
establish a legitimate regulatory purpose for requiring what 
it deemed adequate and segregated cost records or accounts 
with respect to the expenses of the American Company in 


performing license contract services. 
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GWB: ABG 
12/30/55 


In determinations of the cost of rendering 
services to the Bell Operating Companies under agree- 
ments covering services, licenses and privileges be- 
tween the defendant A 1 & T and such companies, A i &T 
shall credit against such cost any patent royalties 


which A i & 1 shall receive. 
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January 5, 1956 


NOTES ON DISCUSSIONS WITH REPRESENTATIVES OF 
ANTITRUST DIVISION 


The Patent System added the fuel of interest to 
the fire of genius. 
Abraham Lincoln 


Foote said that he was authorized to state that the Depart- 
ment will accept a decree providing the royalty-free licens- 
ing of B-2 patents in existence on the date of the Judgment 
providing however that the other parties to the B-2 agree- 

ment shall be licensed at reasonable royalties unless they 

give us royalty-free grantbacks. He asked whether we would 
accept this proposal and we said that we were authorized to 

do so provided all other questions have been satisfactorily 
disposed of except such minor drafting questions as may arise. 
We then produced a provision covering the royalty-free proposal 
which was accepted in principle with certain minor modifications. 


We produced and distributed draft of December 30, 1955 revised 
and went through it page by page pointing out‘ the changes from 
the earlier draft and the reasons therefor. A discussion 
ensued with respect to Section VII (B) relating to technical 
information, Kilgore's point being that we would not be 
compelled to supply technical information on a switch for a 
radio set which was not precisely the same as the switch 

we manufacture for the Bell Operating Companies. Language 

was suggested by Kramer to the effect that technical infor- 
mation should be given on any equipment manufactured by 
Western which embodied the inventions covered by any patent 
license to an applicant. We pointed out that any licensee 
who had rights under all of our patents to make any equipment 
could get technical information on all equipments manufactured 
by Western. We also pointed out that if a licensee wished 
technical information on any equipment manufactured by Western 
he could seek a license on that equipment without the necessity 
of actually paying lties unless he were going to manufacture 
and could also then obtain technical information with respect 
to that equipment from Western. Pinally they gave up with 
the remark by Foote that he would give it a little further 
consideration. Poote indicated that he washed to talk 

with Mr. Hollabaugh with reference to the first paragraph of 
Section XII. 


Section X. At Kramer's suggestion the word "that" was in- + - 
serted before the word “afford” in the third line. Krener 

said he was going to consult with some Government official 

who was formerly a partner in Price Waterhouse Company with 
reference to this provision. 
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2. 


4. There was considerable discussion concerning Rider A, page 
14, relating to the exclusion of Western from certain 
businesses. After considerable discussion, the following 
was suggested by the staff of the Antitrust Division: 


"The defendant Western is enjoined and restrained 
from engaging, either directly or indirectly, in 
any business not of the character or type performed 
by Westernfor Companies of the Bell System, other 
than businesses expressly permitted or required by 
this Final Judgment and any business with the plaintiff 
or any agency thereof." 


5. At this point Foote said if anybody has anything further 
to say speak now or forever hold your peace and there was 
silence, 


The question then arose as to timing and mechanics and 
the following program was agreed upon: 


We will submit a final draft to Mr. Kilgore tomorrow. 
We will also provide Mr. Murphy's letter some time next week. 
We will also submit a decree duly executed by counsel of record 
and Messrs. Brown and Moulton with a covering letter proposing 
this consent decree as a proposed final disposition of this case 
for the consideration of the Department, pointing out however 
that the proposal Was subject to necessary approvals by the Board 
of Directors of the defendant companies. This letter is to be 
sent next week. Certified copies of the resolutions of the Boards 
are to be furnished to the Department at or prior to the entry of 
the Judgment. Foote estimates that it will take him most of next 
week to prepare his memorandum transmitting the Judgment to the 
Attorney General for his approval. He also states that he has in 
mind setéing down in parallel columns the text of the decree and 
.ts meaning in simpler language and suggested that that might be 
initialled by both himself and Mr. Moulton. We did not accede 
to this but left it for future consideration. 


Foote estimated that the matter should be ready for 
presentation to the Court the middle of week after next. The 
Department will prepare a press release but according to its 
rules we will not be shown a copy of the release prior to its 
~elease. Foote indicated willingness, however, to examine any 
“elease or statement which we might prepare for our issuance to 
advise us whether it was consistent with what they were proposing 
to send out and were willing to have a simltaneous release if we 
wished to have it. 


HORACE P. MOULTON 
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January 5, 1956 


MR. H. P. MOULTON: 


In the fields of (a) wire telegraphy (see 
Section 3 (b) of the B=-2 agreement page 12), (b) wireless 
telephony (see Section 4A (a) of B-2 agreement page 15) 
and wire telephony (see Section 5 (C) page 20), the 
Telephone Company grants to the General Company the right 
to make and use, but not to sell, lease or otherwise 
dispose of, apparatus and systems for its own communications 
and other limited purposes. 


Under the provisions of Section 3 (b) of 
Article VII (page 29) the General Company may sublicense 
its subsidiaries and under Section 35 (f) of Article VII 
(page 5O) it may sell any of the above apparatus to 
subsidiaries which are sublicensed to use. The provisions 
of Section 3 (f) of Article VII presumably were considered 
necessary because under the B-2 agreement as executed, the 
parties were not granted the right to have apparatus made 
for them. However, such a right was subsequently granted. 


The parenthetical provision of subsection (2) 
of Section C'of Article XII of the proposed Final Judgment 
is considered necessary since without such a provision the 
licenses granted for wireless telephony, wire telegraphy, and 
wire telephony would be expanded so that sales could be made 
to others than subsidiaries who could use the apparatus for 
any purpose. 


Under the A-1 agreement between RCA and GE, RCA 
succeeded to the business of GE in the field of radio pur- 
poses and therefore enjoys the rights under Bell System 
patents for wireless telephony as set forth in the above- 
cited section of the B-2 agreement. 


WALTER L. BROWN 
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SROOT CF FOLEES BALED BY BPARDGNT CY _AMETCS MEPURMNDITT VES 


The following pointe vere ande with reference te the éraft Jsigsct 
My CE Seed by tee de Senierte | 
- 1. The prefetery lengmg: dhoulé include the stanfard provision stating 
jaet the complaint states « emuse of egtion. 
Vv 2. In final draft emit paresthien] descriptive mntter at the head of 
mo seni Lon. 
3. Rave It(e) - Ghoulé ane provision to inclufe in definition future 
eubsidiary eempemies which provide telephones services. 
J ». Pere IX(f) - Definition aheuld include patents belonging to Bell 
operating eompenies and their mbaidiaries. Alao question raised regarding 
last clause relating to patents on inventions of explayess. 
er 5. Ware I1(g) - Question raised as to mecessity ef this definition. 
Think we grve ade@mte emplanstica. Sut bff» 
6, SEs he+ PeSeenet eneatnEy, PONE SED SPE. nd, 
companies although the majority of stock now owed. e 
7. Weve ID - @eouléd inelude « definition of telephonic commmicsticns 
cr sume other similar term waich simll cover the field of furnishing telephones 
service te customers and the samfacture ent oupply of equigment and service 
to the extent that the charges and prices therefore are directly or indirectly 
re gileted. 
‘ 6. Pere Il - Ghould include a éefinition of peresns. 
‘ 9. Pese ITI - Gould be changed to confers more alessly to Male 653 (or 3) 
of the Peéeral rules. 
10. Pare IV - Provide fer granting of royalty-free licensee om existing 
patente. 
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ll. Rare IV - The soage of the grentback shouldé act be greater than the 
fields of telephonic ecummications as defined in the definitions. 
» 3. ere IV(B) - Grould be revritten te conform more closely to standard 
form, noting that we hed omitted some of the detail language. On burden of 
preof, burden shoulé be on defendants to prove royalty rete they are asking is 
reasoneble, end om epplicant to prove that royalty rate be is asking om gruut- 
beek is reasonable. 
VY 13. Pare IV(C) - It should be made clear thet on applicant my be compelled 
to take @ license agreement in which licenses are exchanged and royalties are 
adjusted or eliminated, but may insist upon royalty payments both ways. 
V WU. Pare Iv(c)(2) - Applicant should have right to insist on independent 
auditor if he requests. 
~ 45. Pare IW(C)(3) - Question arises with reference to use of tern mb- 
si@arics and is related to definition of mibeidiaries which would include 
controlled companies - how could you determine control. 
a ml ag, Pare IV(C)(%) - Question raised as te inclusion of this provision. 
17. Beere’chould provide againgt greating or receiving sub-license rights 
the fweure emesyt as te mibaidiary and Bell epereting companies. 
(° 28. Pere Iv(F)(2)e) - Kilgore is against the inclusion of this 
provision. It is egpevently his position whieh is net diqputed by his associates 
that gub-licensing rights, vhich we now beve, should act be relingished, but 
that ao mb-licensiag rights chould be granted or recsived on future patents. 
“19. Pere IV(F)(2)(e) - Kilgore seemed to be mildly against. 
Y 20. Pere IV(F)(2)(e) - ghould be redrafted to prevent possible abuse 
through transfer of patents to subsidiary ead then sale of 6 misidiary. 
Also question vaether A.f.M7. could onl) Western and take ite patents cut from 
under eompulsory patents. 


z cal 
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gl. Pare V - Tests of ‘good cause should be made more qpecific, to refer 
to situmtion veers only vay te soquire neevesery rights is by purchase. 

_ «2. Bae VI(A) - ey not perpetuity instead of five years. 

V 3. Pawe VI(A) - @mwetions of éraftemmenip - cheuld be unde clear that 
equipment if te be apecified by agpliennt. Also should be unée clear that 
if Gate of appliestion for information is within five years, inferustion mast 
ve farnighed. Also question vieether a JU. 5. cmmesrn aay unhe inferuntien 


! 


— 


_ available te its foreign mieidiaries. 

(Xx) . Pare VI(B) - ay Limit techmion] inferuntion te standard egeigment 
regulerly ammufactured by Weeteran. Shouldn't ony technion) iaforumiion vaich 
Weskers bes Om Hy Opiipmmet be me wwe lable 

_Lx 95. Pawn VI(C) - Mev de we Gefine reasonable ‘reyalty or charg” - devs 
Thug inelude exupense of reproduction only or does it incluée a part of the 

éevelepuent expense. Kramer's teutative view - aheuldé be fesuer as to 

ce lephenie sqipuset and Letter as to aen-telaphenie equipment. 

Y 96. Rewe W1(C)(2) - Provide for independent anfiter. They agreed to use 

vers ‘reyalty er charg” oo Gut o contimiing popueet rether thes « lew 

om eould be provided for. 

- @7. Pewe WI(C)(3) - werd eveunder” cheulé yeed ‘purwumt te Pere IV". 

if 98, Pape W2(C)S) - Game ejection as to Pare IV(c)(s). 

Y &. Pere V1(D) - Is this necsemry. 

\° 30. Pare VII - @hould include any econpany engaged in manufacturing, distri - 

wution or gale. Standard in (c) should be in Clayton act langmg. Provisiesn 

of (b) wmnecessary but 0.K. 

v 31. Pewe VIII - Delete. 


uk 
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(0) Pere II - Provisions should be made enjoining éefendants fron requiring 
‘operating companies to send their scrap to Bacem. 

33. Pema - Delete ‘emelasive” from Sth lise, and emulude from socye of 
prohibitien distribution by Weetern to Bell @ystem eompenios. 

v 3%. Pere XI - leuphy reserved co Gaytar. 


Mpllender (:) raised t shows 
35. Mmeuld prepare @ list of patents and bring it w te date periodically 
for distributien to progpective liemsses. 





%. Lieenges ghould inelude gecifienlly or by referense patents claizcé 
by defendants to read on equipment licmnesd aed should contaia a provision 
ogninet cisiming elaine for infringumas or ony other existing potent. 

Y 31. Provision dhuld be mae that © License my cuvenier ox or mare 
the reasensblenees ef the royalty, As applied to the emller mater ef 


pahents remining. Wind v3 i 


Bae following vere eftitions. items vadeh Ube departaest vishes to ¢ismuse: 
ae KY 38. A requirement thet WV stern ante nendiserininatory eles of eqriguest 
20 intapemient telephone sompemias vhere act otherrics available (a8 « 

cumpareble price ). 
Y L.A, oud be myst fre emating tet reity pets \\ 
from Vectern on Bell miles. 


— 80. Western should be enjoined fren engaging in any commercial activity 


\ 


A , 
Vy Al. Tembetively Western should be eempelled to adapt @ cost escmumting 


‘yew 
' 


qc 


" qyeten vhieh would enable the Comzissions to determine the cost of equipments 
end esrviess enlé4 to the qperuting cumpanios. 
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Ae. Kilgore reserved the standard syply contrect for further etuly ant 
Giseuesion end reserve possibly contracts betwee Western and its mppliers. 
. 63. The liesase contrects should be amended to give the apereting ecmpanice 

» Figwt to anke or have unée as vali as to use. 
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December 15, 1955 


SUMMARY OF ADDITIONAL POINTS RAISED BY 
DEPARTMENT OF JUSTICE REPRESENTATIVES 


Defendants and Bell Operating Companies should be enjoined 
tla Linstndne “o ete a fring HA 


J 
in the Message Telegram businéss. 
f 


Defendants should be required to lease circuits to other 

common carriers for use in Message Telegram business. CA, 
They will accept our definition of common carrier communication 
service if we will delete phrase "Furnished by the A. T. & T 


ie 


Co. or Bell Operating Companies". 


Defendants and the Bell Operating Companies should be restricted 
to engaging in common carrier communication service business 
except for business for the United States Government. (This 
would only apply to controlled Companies and would not apply 


to Cincinnati Suburban and SoutherpNew England). 


Western may and-sret? manufacture equipment for the Message 


mM. 7 


Telegram business, 


a 


- 
Bell System might be excluded from such business as inter- 


communications, public address, watchman supervisory service 


, 


and related non-regulated business. How do we dispose of the 


S 


large number of complaints we are receiving? 
We are offered this alternative.with respect to patent 


ys 


licensing: 
(a) Royalty free licensing of all patents and patent 
SU Of AHO OZ 


rights (sub-licensing rights)’ covered by B-2 Agreement 


with grant backs at reasonable royalties or 
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vecemoer iD, iY55 
- 2Q- 
(b) Royalty free licenses of all present patents, including 
patents and patent rights with royalties bearing grant 
- t arvta 
backs, XS with provision negativing effect of royalty 
free provision in any suit for infringement for use of 


~~ 


patent without a license. / 
—_ 


52. Technical Information: 


Information presently in existence to be furnished at 


f) - 
42% } 2 cost of gathering and reproduction. Future technical 
information at reasonable royalties or charges. 
Pilla. 
§ 53. The furnishing of technical information not to be limited to 
5 years. 
"7 wa ~ e ort es Vs ‘ \ e 
r f % ~\ 
£ ya \ * tem f " 


¥ 
wer 
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December 16, 1955 


Summary of Points Discussed with Department of Justice 


2° Judge Barnes has instructed his staff they ought to stand 
on request for royalty free licensing of patents and patent rignts 
given under and received under the B-2 agreement. 
te 56. We offered royalty free licenses under sub-licensing rights 


7 


0. acquired by us under B-2 agreement. 


JI - 57. Department wishes a provision under which we would be 


ordered to have in force an adequate cost accounting system for 


Western. 

yer 58. Department asked for copies of circuit leasing agreements 

; with Western Union and indicated their concern was that we would be 

in a position to discontinue leasing of circuits to Western Union. 
They indicated sympathy with our desire not to be bound in future 
to invest capital for Western Union's continued expansion by use 
of our lines. 

‘ gy 59. Kramer questioned exception of Westrex and Teletypesetter 

v ; iM from provision excluding Western from manufacture of non-communications 


A 


\Oequipment. Asked for profit and loss and balance sheet statements 


i A for both. Department indicated desire for provision which would 
at require sale of Westrex and Teletypesetter on reasonable terms to 
qualified purchasers. 
MM 60. We indicated we could furnish annual list of patents by 
number and patent office classification. 
hi 61. We pointed out administrative difficulties in Department's 


proposal for specification of patents in patent license agreements. 
Department seemed impressed. 
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62. We agreed in substance to a provision whereby licensee 
might surrender one or more specified patents and be entitled to 
renegotiate as to the royalty rate for the remaining patents in 
which event, if there have been no new patents issued reading on 
his equipment since the license agreement the original royalty 
rate will be the ceiling. 

63. There should be a provision which would require us to 
submit to an audit by applicant for purpose of policing royalty 
payments under grantback of both patents and technical information. 

64. Para VI(B) would apparently satisfy Department if it 
read as follows: “technical information so to be furnished shall 
be information relating to equipment manufactured by Western for 
sale to Bell Operating Companies or A. T. & T. for which applicant 
is licensed by defendants, and it consists to the extent that the 
defendants shall have the legal right to furnish same, of manu- 
facturing drawings and specifications of the materials and parts 
comprising such equipment, and manufacturing drawings and specifica- 
tions covering the assembly, wiring and acceptance requirements of 
such equipment." The foregoing provision is not intended to require 
any technical information from Bell Laboratories and in the Department's 
mind refers to standard equipment. They object to the word standard 
because of lack of definition. 

65. In Para VI(C) the term reasonable royalty or charge should 
be changed to reasonable charge or charges thereby leaving open question 
as to whether a royalty type of payment is reasonable as applied to 
technical information. 
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This would require similar change on page 9 of draft decree. We 

iad no further discussion of proposal that we be limited to gathering 

and reproducing costs on present technical information, but this 

does not necessarily mean that we have disposed of this issue. 

iH“ 66. Discussed Department's suggestion that provision of 
we Para VI(c)(2) that technical information be used only in manu- 
facturing operations in the United States. Kramer but 
Kilgore and others seem content to so limit our obligation if it 
can be done in a form of language which does not smack of a cartel. 
Suggested ttm some form of words which would limit the use of hoe 
technical information to the territorial extent of the right p A 
under the patents. 

67, Department suggests a general injunction against sin, i.e., 
divi markets, customers, territorial agreements not to compete, 
etc. ~ 
68./ Murphy raised questions as to whether a provision is not 
needed in order to prevent the Bell System from requiring its 


connecting companies to buy from Western. 
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December 16, 1955 


Cases Involving Royalty Pree Licenses 


U.S. v G.E. (Incandescent Lamps, Parts - Machinery - D NJ 1953) 


G.E. ordered to dedicate all present patents on lamps 
and lamp parts, (not lamp machinery). 


U.S. v G.E. (Flourescent Lamps, Parts, Machinery - D NJ 1954) 


G.E. ordered to grant royalty free licenses for lamps, 
parte, and machinery, under all present patents. 


U.S. v Bendix (Braking Systems - SD NY 1953) 


One of several defendants ordered to grant royalty free 
licenses for braking systems under those present patents 
listed in appendix. This defendant was ordered to license 
its other present patents but at a reasonable royalty. 


U.S. v Mager (Artificial Byes - ND I11 1953) 


Defendant ordered to grant royalty free license under 
one patent. 


U.S. v Switzer Bros., Inc. (Plourescent Materials - ND Cal 1953) 


Defendants ordered to grant royalty free licenses under 
three specified patents. Other present patents were 
ordered to be licensed at a reasonable royalty. 


U.S, v American Steel Foundries (Preight Car Articles - ND Ohio 1955) 


Defendants ordered to grant royalty free licenres for 
freight car articles under all present patents. 
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Usual Subsidiary Definition 


The following cases have definitions like that in our decree: 
U.S. v G.E. - Flourescent Lamp Case 
Majority of voting stock “directly or indirectly owned" by 
G.E. 
U.S. v G.E. - Lamp Case 
Majority of voting stock “owned, or directly or indirectly 
controlled by such defendant." 
U.S. v Servel - Refrigerators 
Majority of voting stock "owned by the defendant and/or by 
any wholly-owned subsidiary of the defendant." 
U.S. v G.E. - Electrical Equipment 
Majority of voting stock "owned or, directly or indirectly, 


Cc controlled" by such defendant. 


U.S. v General Railway Signal Co. - Grade Crossing Dévices 
Majority of voting stock “owned, or directly or indirectly 


controlled by” such defendant. 


number (perhaps a majority) of the consent decrees in the last four 
years have not included any definition of "subsidiary" as the following 
illustrate. 


Bendix 

Kelsey Wheel 

Switzer Bros. 

Mager 

American Steel Foundries 
Eastman Kodak 

Liquid Carbonic 

Food Machinery 

Bearing Distributors Co. 
Telescope Carts 
Westinghouse - 1953 Electrical Equipment 
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In One case there is no defin@@jtion of subsidiary but there is a 
definition of “affiliate” as follows: 


“affiliate” means a person engaged in the manufacture, distri- 
bution or sale of metal abrasives and which, on the date of this 
Final Judgment, is related to a defendant corporation in that 
(1) the defendant corporation owns a majority of the voting stock 
of such corporation; or (2) the defendant corporation and such 


corporation are directly or indirectly controlled or managed by the 


same person. 
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Reasons for Including "Pacilities" 
in the Definition of 
"Common Carrier Communications Services" 


Regulatory statutes quite generally include "facilities" 
in definitions of communication services. For example, the 
Communications Act, Sec. 3 (a), defines "wire communication" as 
"transmission of writing XxXxx sounds xxxx including all 
instrumentalities, facilities, apparatus, and services xxxx 
incidental to such transmission". 

The definition of "radio communication” in Sec. 3 (b) 
is similar. 

Sec. 203 (a) requires the publication of common carrier 
charges for wire or radio communication, which by definition 


would include charges for facilities. 


Telephone company tariffs frequently define services as 
the furnishing of facilities for a particular form of communication 


and likewise frequently state charges in terms of facilities used. 


Under the circumstances the omission of "facilities" from 
the definition might be given by some people a significance which 


was not intended. It should be included to avoid confusion. 
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Kees ene | tina ii aa es Western or its Subsidiaries 
teat Would be Affected iy 


Equigment Presently Manufactured 


i. Prein % (eensists ef selector 
srain Sheoneeaes pores i feet suitehes, ete. ) 


2. artifieial larynz. 
Yquipment Previously Manufastured (After 1925) 
1. Radio Preduets | 
a. Receivers and trensitter for point-to-peint 


radio 
bd. Aviatien redioc %, transmitters and 
plame and grein tween planes, — telephone 
and telegraph between fined ground stations 


oe (early type 


a. tie sak ceetns tee aes 
trememitters end reeeivers fer commmisation 
eee 
erations 


e. Marine redic compass 


f. Peliee trangmitters and reeeivers for use by 
municipalities and State Police organisations 


6. Mewile redie = Sea and 
reeeivers fer fire departments, 
buses, trueks, taxicab » ete. 


h. Pranmeittere and reesivers fer telephone eemmmi- 
cation between two ends of a trein, between two 
trains, and between trains and fined stations 


i. Breadeast and ee Se = Seeeee 
and related trenemni ssion, 
piek-up, meni Ga ak Ge ete. 


Bete: The feregeing predusts insluded such 
ee tems, power equip 
amb, Vasu Gubes. loulnpenrs, 
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2. Sound Systemes 
These systems were of the public address — 
= eonsisted of microphones, 
rs, eontrol and ewitehing cqugnam. "ete. 


3. Wire @adephone Produsts 


@. Power line carrier. (These were systems for use 
en tension lines rated by power genereting 
and distributing o es and consisted of special 
tranamitting, recei and power equipment. ) 


Interphone tems (commmicating systems not 
comnected with PEX boards and consisting of 
equipped station — battery power supp. 
and related appara 


b 


4, Clinieal and Miscellaneous Products 

@. Hearing aids 

b. Audicmeters 

Cc. Electrical stethoscopes 

ad. Migh speed cameras 

@. Precision timing equipment (devices for use in 
timing horse races and various industrial cpere- 
tions and the watch rate reeorder for regulating 
and adjusting time pieces. 


f. Steek exehange quotation boards 





CONSENT DECREE PROGRAM OF THE DEPARTMENT OF 
JUSTICE 


TUESDAY, APRIL 22, 1958 


House or REPRESENTATIVES, 
ANTITRUST SUBCOMMITTEE OF THE 
COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 2:40 p. m., in room 
346, Old House Office Building, Hon. Emanuel Celler (chairman) 
presiding. 

Present: Representatives Celler, Rodino, and McCulloch. 

Also present: Herbert N. Maletz, chief counsel, Kenneth R. Hark- 
ins, cocounsel, and Milton Eisenberg, associate counsel. 

The CuarrMan. The committee will come to order. We will re- 
sume with the testimony of Mr. Horace P. Moulton, vice president 
and general counsel, American Telephone & Telegraph. 

Mr. Maerz. Mr. Moulton, in order to complete the record, would 
you indicate who in addition to yourself represented the defendants 
in the course of the detailed negotiations with the Justice Depart- 
ment in December 1955, and the early part of January 1956? 


TESTIMONY OF HORACE P. MOULTON, VICE PRESIDENT AND GEN- 
ERAL COUNSEL, AMERICAN TELEPHONE & TELEGRAPH CO. 


Mr. Moutron. Mr. Frederick R. Kappel, who was at that time 
president of Western Electric Co., and who is now president of the 
American Telephone & Telegraph Co., and Mr. George L. Best, who 
both then and now was and is a vice president of the American Tele- 
phone & Telegraph Co. 

Mr. Maerz. Does that complete your answer, Mr. Moulton? 

Mr. Moutron. Yes. We were the three active negotiators. 

Mr. Maerz. Last week we were reviewing the decree section by 
section, as you recall. 

Mr. Mouton. Yes. 

Mr. Materz. I think we had gone through section V. I would like 
to turn to section VI of the decree. Is it correct that this section pro- 
hibits Western from becoming a distributor of products of others and 
also prohibits Western from giving anyone exclusive distributorship 
for Western’s products ? 

Mr. Moutron. Subject to the understanding we had last week that 
these are characterizations, I think that is a reasonably fair sum- 
mary of the first part of that provision. Of course, the decree speaks 
for itself, and I do not want to be committed to things which might 
through inadvertence on your part and on mine be embarrassing. 


2541 
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The CuHarrMan. I can repeat what I said previously. As you say, 
the decree speaks for itself. We may have different interpretations 
but we are speaking in general terms, and you are not necessarily 
bound by what you say it means. I am speaking from a legal sense. 
It would be unfair to put you in that position and I wouldn’t want 
to place you in that position. 

Mr. Movttron. Thank you, Mr. Chairman. I appreciate that. 

Mr. Maerz. Mr. Moulton, is it not also correct that under this 
provision Western may act as supplier of equipment of others to the 
companies of the Bell System ? 

Mr. Movtron. This provision has an exception to the general lan- 
guage which permits that. Of course, I think Western is actually 
permitted to do that under section 4 (B). 

Mr. Materz. Is it a fact that section VI of the decree was origi- 
nally section XI of the draft of December 15, 1955? 

Mr. Mov ton. I will accept that subject to check. I do not have 
my list here. 

Mr. Maerz. Is it also a fact that present section VI has no effect 
upon Western’s present arrangement with Graybar ? 

Mr. Moutron. That is correct. 

Mr. Materz. Mr. Chairman, with your permission, I would read 
into the record a very short memorandum for the files from Mr. 
Moulton dealing with this particular subject. 

This memorandum is dated December 20, 1955, and is entitled 
“Memorandum for Files.” 

In discussions of the provisions of section XI of the draft of December 19, 
1955, held this morning, representatives of the Department of Justice stated 
that section XI would have no effect upon the present arrangements with 
Graybar. Their position was that section XI, in forbidding arrangements 
whereby any person will have any exclusive right to act as distributor of equip- 
ment manufactured by Western, relates to rights rather than actual practice. 
Thus though Graybar is in fact our only distributor, that relationship is not 
enjoined by section XI since Graybar does not in fact have any exclusive right. 

Mr. Chairman, I would offer this memorandum in evidence at this 
point. 

The Cuarrman. Accepted. 

(The memorandum follows :) 

DECEMBER 20, 1955. 
MEMORANDUM FOR FILES 


In discussions of the provisions of section XI of the draft of December 19, 
1955, held this morning, representatives of the Department of Justice stated 
that section XI would have no effect upon the present arrangements with Gray- 
bar. Their position was that section XI, in forbidding arrangements whereby 
any person will have any exclusive right to act as distributor of equipment 
manufactured by Western, relates to rights rather than actual practice. Thus 
though Graybar is in fact our only distributor, that relationship is not enjoined 
by section XI since Graybar does not in fact have any exclusive right. 

HORACE P. MOULTON. 


Mr. Materz. Is it not a fact, Mr. Moulton, that section VII of the 
decree restrains Western and A. T. & T. from requiring independent 
telephone companies to buy from them on a continuing basis and from 
fixing resale prices on things sold ? 

Mr. Movtton. That is correct. 

Mr. Maerz. Have you not taken the position that this has not been 
the defendant’s practice in any event ? 
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Mr. Mouton. Oh yes, we have taken that position. 

Mr. Materz. It is correct, is it not, that section VIII of the decree 
prohibits the acquisition of any manufacturer or distributor of tele- 
phone equipment subject to the approval of the court ¢ 

Mr. Movutton. Yes, with the noted exceptions and subject to the 
same understanding. 

Mr. Maerz. May I turn to section IX of the decree? Is it correct 
that under this section Western is ordered to maintain cost accounting 
methods consistent with generally accepted accounting principles that 
afford a valid basis for determining costs taking into account the mag- 
nitude and complexity of Western’s manufacturing operations ? 

Mr. Mouton. In substance. 

Mr. Matetz. It is correct, is it not, that this provision does not 
require any change in Western’s present accounting system ? 

Mr. Movtron. That is our position. 

Mr. Matetz. I take it, it is your position that Western’s accounting 
system meets the criteria described in section LX ¢ 

Mr. Movutron. That is our position. 

Mr. Maerz. In a few moments there will be a number of detailed 
questions concerning sections X through XIV of the decree dealing 
with patents and technical information. But before that let me turn 
to section XV, if I may. You regard this section, do you not, as a 
“general prohibition against sin”? 

The CuatrmMan. What is that? 

Mr. Mouton. That is a shorthand term which was applied to this 
section. These sections are in many injunctions and apparently they 
have come to be known as injunctions against sin. 

Mr. Marerz. That is the way you describe the section in your docu- 
ments; is that right? 

Mr. Movutron. Yes; I do not know whether it is my phrase or the 
Department’s phrase, but I think it is an appropriate and rather 
meaningful short description. 

Mr. Maerz. It is correct, is it not, that you have taken the position 
that this section is boilerplate and that there is nothing on the part 
of the defendants that needs to be undone by virtue of this section ? 

Mr. Movtron. I would not say this is “boilerplate.” This is not 
something that was copied slavishly from another decree. It was 
tailored to fit our particular situation and I think there are certainly 
some things in it which in my judgment were directed to the allega- 
tions of the complaint specifically, not just as a general matter. 

Mr. Materz. Refer, Mr. Moulton, if you would, to the annotated 
decree, and refer to the notation opposite section XV. That reads, 
cloes it not: 

Nothing to undo, no intention and need to do—Boilerplate? 


Mr. Movtron. That is what it says, but that does not qualify my 
previous answer. I do not think that this falls within the phrase 
“boilerplate” as you would apply it to the retention of jurisdiction 
or something like that. 

Mr. Maerz. By the way, I do not know whether the record is 
clear or not on this point. Did Mr. Kappel prepare the annotations 
to this decree which we have been referring to as the annotated 
decree ? 

Mr. Moutron. I would say for the most part. 


26086 O—58—pt. 2, vol. 2——11 
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Mr. Maerz. Mr. Chairman, at this point I would offer in evidence 
a document which has been referred to as the annotated decree. 

The Cuatrman. It will be accepted. With the notations? 

Mr. Matertz. Yes, sir. 

(The decree referred to appears at p. 2589.) 

Mr. Matetz. Is it not a fact, Mr. Moulton, that section XVI is a 
standard provision in all decrees giving the Department of Justice 
the right to examine the books and records of A. T. & T. and Western, 
to interview their officers and employees, and to require such written 
reports as may be reasonably necessary to the enforcement of the 
provisions of the final judgment ! 

Mr. Moutton. Mr. Cox advises me that that really is boilerplate. 
In other words, this is standard. 

Mr. Materz. Finally, let me turn to section XVII. Is it correct 
that the first sentence of this section is a standard provision of all 
decrees and allows either the Government or the defendants to apply 
to the court for the construction of any provision or for the modifi- 
cation or termination of any provision ? 

Mr. Movtron. I believe that to be the fact. 

Mr. Maerz. The second sentence of the first paragraph of section 
XVII reflects the fact, does it not, that the decree is based on the 
theory of the existence of public regulation of the charges for common 
carrier communications service furnished by the Bell System ? 

Mr. Movtrron. Well, I just want to say that so far as I am con- 
cerned, this decree is based, from my point of view, on the fact that 
I don’t think the Government had any case. The theory which was 
developed relating primarily to sections IV and V, was as you stated, 
that we should be confined to the regulated field, and certainly, it 
was one of our arguments that so long as we were confined to the 
regulated field, that there could be no possible abuse. 

I put the abuse in quotes, so to that extent, yes. This in effect 
says that the plaintiff, if it can show elimination hereafter in a sub- 
stantial number of States of public regulation of charges for common 

‘arrier communications service may seek a modification of the decree 
without showing any other change in circumstances. 

Mr. Marerz. Didn’t Mr. Walter Brown, the vice president and gen- 
eral counsel of Western Electric, state as follows in connection with 
this sentence of the decree: 

Since it is hardly conceivable that regulation will be discontinued in any sub- 
stantial number of States, we do not consider this provision, which was insisted 
upon by the Government, as of any significance. It is only window dressing. 

Mr. Movutron. What document are you referring to, Mr. Maletz? 

Mr. Materz. This is a document entitled “Notes on the proposed de- 
cree, January 9, 1956,” page 6. 

Mr. Mouton. I think that is Mr. Walter's view. 

Mr. Maerz. Mr. Brown's view ? 

Mr. Moviron. I mean Mr. Brown’s view. 

I am inclined to go along with it, but I am not at all sure that the 
Government felt the same way about it. It was at their instance. 
This was not our suggestion, and I can conceive of circumstances 
where it is possible this might have some effect, although I would be 
surprised if the regulation of the telephone business should be gen- 
erally eliminated. 








CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 2545 


Mr. Maerz. I think, Mr. Moulton, we have already covered in 
some detail the second paragraph of section X VII of the decree; have 
we not / 

Mr. Movtton. Oh, yes; you mean the second paragraph of the sub- 
paragraphs. 

Mr. Matetz. Yes. I think you have testified at length—— 

Mr. Mouton. Yes. 

Mr. Maerz. With respect to the meaning of that second paragraph ; 
is that right ? 

Mr. Moutton. We have touched on that in the course of the pro- 
ceedings. 

Mr. Materz. Yes. 

Mr. Chairman, at this point, I would offer in evidence the following 
documents supplied the subcommittee by A. T. & T.: 

First, a document captioned “Notes on the proposed decree” dated 
January 9, 1956. 

Second, a document captioned “Review of final judgment.” 

Third, a document captioned “General theory.” 

Fourth, a document captioned “Effect of consent decree on telephone 
and installations division sales and agreements.” 

Fifth, a document dated April 18, 1956, construing the term “of a 
type” in section 1V (A) of the decree. 

Sixth, 1 document captioned “Sky Top—May 1956—Panel—Opera- 
tions under consent decree—Commercial fees.” 

The CuatrMan. They will be accepted for the record. 

(The material referred to appears at pp. 2608-2655.) 

Mr. Harkins. Mr. Moulton, turning to the patent sections of the 
decree, it is true, is it not that in the complaint filed in 1949, the 
Government alleged that the basis for A. T. & T.’s success in con- 
trolling almost the entire telephone operating and manufacturing 
fields had been due largely to its development and exploitation of 
patents ¢ 

Are you familiar with the complaint in this regard ? 

Mr. Movtron. I have a copy in front of me. To what section do 
you refer ? 

Mr. Harkins. That would be paragraph 48 of the Government's 
complaint. 

Mr. Mouton. That is what is alleged, I believe. 

Mr. Harkins. These are just preliminary questions. 

Mr. Moutton. Yes. 

Mr. Harkins. The Government’s complaint also alleged, did it not, 
that A. T. & T.’s objective was to occupy the entire field of telephony 
and to acquire all patents which vai be useful in conducting the 
telephone business, and that A. T. & T.’s policy of routine patenting 
had included acquisition of numerous patents which A. T. & T. and 
Western have never intended to use, and have never used, and have 
refused to license for use byothers. 

That would be paragraph 62. 

Mr. Moutron. I don’t know whether you are reading from this 
section or paraphrasing it. 

Mr. Harkins. I am paraphrasing it, sir. 

Mr. Movtton. The section speaks for itself, and in looking at it 
hurriedly, I would think that that was a reasonable paraphrase. 
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Mr. Harkins. In order to remedy A. T. & T.’s alleged patent 
monopoly, the Government requested the court to require A. T. & T., 
Western, and the Bell Laboratories to license all patents and patent 
rights owned or controlled by them to all applicants on a nondis- 
criminatory and reasonable royalty basis; is that not correct ? 

That is on page 72 of the complaint. 

Mr. Movtron. Paragraph 16 of the prayers for relief would re- 
quire the defendants and Bell Telephone Laboratories, Inc., to license 
all patents or patent rights owned or controlled by them to all appli- 

cants therefor including manufacturers, sellers, and distributors of 
ieahton equipment on a nondiscriminatory and reasonable royalty 
basis. 

Mr. Harkins. And on paragraph 17, the Government paneer 
relief that would require A. T. & T., Western, and the Bell Labor: 
tories to furnish to all applicants blueprints, designs, models, man- 
uals, and other technical information and know-how, and technical 
assistance in connection with its patents, is that not true ¢ 

Mr. Moutton. That is correct. 

Mr. Harkins. With respect to the patent allegations in the Gov- 
ernment’s complaint, A. T. & T., in its answer, admitted that it had 
acquired important patents, and that it conducted extensive patent 
research and development through Bell Laboratories for the purpose 
of developing an efficient and economical nationwide telephone 
service; is that not correct ¢ 

Mr. Mouton. Well 

Mr. Harkins. That is taken from paragraph 32 of the answer. 

Mr. Movrton. Well, the important part of paragraph 382 is that 
they denied the allegations contained in paragraph 48. 

Mr. Harxrns. Yes. 

Mr. Movutron. Of the complaint, except as they have admitted 
certain facts which you have stated. 

Mr. Harkins. Yes. 

My next question was, did A. T. & T., however, deny that its pat- 
ent activities in any way violated the antitrust laws or had resulted 
in acquiring a dominant position in any of its so-called nontelephonic 
products that were listed in the Government's complaint. 

Mr. Mouton. It seems to me the answer is very clear. Para- 
graphs, I believe, 32 and 33, with reference to this matter, in both 
instances we denied categorically the allegations except insofar as 
there are certain specific statements and allgations with reference 
to what we have done and what our motives were, and I think they 
speak for themselves. 

Mr. Harkins. Yes. 

In any event, with respect to the patent allegations A. T. & T., in its 
answer, did deny that these activities resulted in any violation of the 
antitrust laws? 

Mr. Movtron. That is right. 

Mr. Harkins. Mr. Moulton, the patent provisions of the consent 
decree, paragraphs X through XIV, are considered to constitute the 
primary relief that was obtained by the Government in the disposi- 
tion of the case. 

Would you agree with that statement ? 
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Mr. Mouton. Not the primary relief; no. I don’t want to get 
into a question of invidious comparisons as between these sections, 
but I don’t want to overlook the very deep significance of certain of 
the other paragraphs, particularly IV and V. 

Mr. Harkins. Judge Barnes, when he testified before the House 
Small Business Committee, referred to the patent sections of the com- 
plaint as the “heart of the complaint,” and while he didn’t state it ex- 
pressly, certainly implied that the patent provisions in the decree 
were very important and significant items of relief obtained by the 
Government. 

Mr. Movutron. I think they are very important and significant, but 
I don’t thing that they were the primary relief. 

Mr. Harkins. I see. 

Mr. Movutron. And you asked me for my statement. 

Mr. Harkins. You would not agree that they are the primary re- 
lief, but you would agree that they are important and significant ? 

Mr. Mouton. Not looking at it 214 years afterward. 

Mr. Harkins. In your opening statement you referred to the patent 
provisions as unprecedented relief. 

Mr. Mouton. They are unprecedented, and so are the other provi- 
sions that I have referred to. 

Mr. Harkins. Among the documents you furnished to the commit- 
tee was a two-page document dated January 31, 1956. It appears to 
be notes prepared for Mr. Kappel’s discussion with the management 
personnel of Western. 

Do you have a copy of this document, or are you familiar with this 
document ? 

Mr. Movctron. Yes; I have seen that document. 

Mr. Harkins. Do you know for what purpose that document was 
used in the operations of the Bell System ? 

Mr. Movtron. I believe these are some notes which were either pre- 
pared by or for Mr. Kappel as an introduction to other notes, many 
of which are already of record in connection with a meeting which 
he, as president of the Western Electric Co., had with the supervisory 
or some of the supervisory people in that organization for the purpose 
of generally acquainting them with the dec ree, and its particular em- 
phasis was so that they would know what is in the decree and would be 
In a position to comply with it. 

Mr. Harkins. On page 2 of this document, after discussing the case, 
a discussion of the complaint particularly, the notes state : 

We probably did as well as could be expected ; and with the political considera- 
tions governing the country to a greater extent than good sense, we must reflect 
a licking—and surely on patents and technical information we got one. 

Mr. Moutron. May I go back and read the paragraph that just 
precedes that / 

Mr. Harkins. Certainly. 

Mr. Mouton (reading) : 

How do I appraise it all? Basically, it is a sad commentary on our way of 
life that any such incompetent and biased document of complaint would ever 
be served on a respectable citizen. It was borne out of a situation I hope will 
never be imposed on business again, but I am afraid it will. 


Mr. Harkins. And then there was made the statement that I read. 
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Mr. Mouton. That is right. 

The CHarrMan. What did you mean, or what is meant by the fol- 
lowing: 

We probably did as well as could be expected ; and with the political considera- 
tions governing the country to a greater extent than good sense— 

What is meant by that ? 

What is the date of this? 

Mr. Movtton. I don’t know. It isn’t dated. 

The CuHatrman. January 31, 1956. 

Mr. Movtron. It was shortly after the decree was entered. 

The CuarrMan. It is dated, though, Janu: ry 31, 1956. 

Mr. Movutrton. Yes; I beg your pardon. I hadn’t observed that at 
the bottom. 

The CHatrman. What is meant by— 
and with the political considerations governing the country to a greater extent 
than good sense— 

What did you mean there ? 

Mr. Movtron. These aren’t my words, Mr. Chairman. 

The CuarrmMan. What did you understand them to mean / 

Mr. Mouton. I wasn’t at the meeting. I never saw this until I 
read it as a part of these papers. 


The CuHarrman. What is your understanding of what they mean 
now ? 


Mr. Movutton. Well, I'll tell you, Mr. Chairman. 

If you don’t mind, I'd rather not attempt to construe some language 
which was used by one of my associates, now my superior, 214 years 
ago. 

The CuHarrMan. I don’t want to create any embarrassment for 
you. 

What did you mean, or what did they mean, whoever wrote this, by 
“we must reflect a licking” ? 

Mr. Movutron. Well, because we took one. 

The CHatrMAn (reading) : 


And surely on patents and technical information, we got one. 


Mr. Movtton. We did, and we also, in my Judgment, took a long- 
term licking on sections IV and V and other provisions. 

Mr. McCuttocnu. Mr. Chairman, I am constrained to ask this ques- 
tion. 

I take it that A. T. & T. officials, whoever they were, had been taking 
a dim view of this antitrust suit from the time the complaint was 
filed, were they not, Mr. Moulton ? 

Mr. Movrron. Dim is an understatement. 

The CHatrman. Yes, but now that my good friend from Ohio asks 
that question, this document is dated 1956, and whoever wrote this 
note or for whomever he wrote it, spoke of the present, which was 
1956, and he says— 


with the political considerations governing the country to a greater extent 
than good sense. 


Mr. McCutzocu. Mr. Chairman, if I can pursue that one state- 
ment further, because I am enjoying it really, I am now reading 
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from this January 1956 document a quote which I presume is from 
somebody in the A. T. & T. official family, and it says this: 

Basically, it is a sad commentary on our way of life that any such incompe- 
tent and biased document of complaint would ever be served on a respectable 
citizen. 

Now, I take it they are referring to the original complaint in 
this case which was filed back before the present president was assured 
of being president. 

The CuarrMan. Yes; that is all right. That is their comment at 
the date of the complaint or when it was filed. But now I am 
coming down to 1956, and certainly it is a rather sad commentary 
that they present as far as the administration is concerned in 1956. 

I would say, not by way. of exculpation of American Telephone 
& Telegraph, that they like to play on both sides of the street, and 
they are rather ambivalent in their opinions. 

Mr. Harkins. With respect to the statement about the complaint 
being incompetent, at any time since the filing of the complaint, did 
A. T. & T. press for a trial of that complaint, Mr. Moulton / 

Mr. Mouton. May I have that question again ¢ 

Mr. Harkins. With respect to the statement referring to the com- 
plaint as incompetent and biased, I would ask this question : 

At any time after the complaint was filed, did the defendants, 
A. T. & T. and Western, press for a trial of the issues alleged in the 
com aint ¢ 

Mr. Mowuuron. Certainly not. We were the defendants, and in 
om to even attempt to start to try this case, it would have taken 
at least 5 years of top level effort, and would in my judgment set the 
telephone-using public back 5 years. 

Mr. Harkins. With respect to the statement that “we must reflect 
a licking,” it is true is it not that it is the policy of A. T. & T. to 
present the consent decree to the public as though in fact the Bell 
System took a licking in this case; is that not correc ct ? 

Mr. Moutron. We attempted to present the consent decree to the 
public for what it is. 

Mr. Harxrns. Do you not also have the policy of stating or pre- 
senting it to the public as though you took a licking ? 

Mr. Movtron. Because I think we did. 

Mr. Harkins. Yes, sir. 

Mr. Moutron. Now, let me just expand on that. 

The Cuarrman. Let me ask this. You say you took a licking, and 
you express that point of v iew to the public, is that right ? 

Mr. Movtron. Sure, because we believe in telling them the truth. 

Mr. Harxrns. It is also true, is it not, that the patent provisions of 
the decree are relied upon in part to reflect this licking ? 

Mr. Mouton. In part. 

(The document referred to is as follows :) 
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Meeting called to acquaint you with -- 


1. The conditions and meaning of the Consent Decree. 
2. The background of its negotiation. 
3. Emphasize and explain our responsibilities under it. 
4. Acquaint you with our plans for compliance or program 
for determining our procedures in such compliance. 
5. Mostly to impress you and assign you the responsibil- 
ities for - 
Covering these facts with every management person 
PLUS 
The engineering and comparable staff people 
at all locations 
NOT LATER THAN 


Tuesday of next week. Sy Qe tu. SA, (Dad 


YY ow Ba, AM- oJ Tre ~ tek oe Co oad - 
This job has been the handiwork of a good many people -- 


many of you. 

Somehow all crises happened on weekends -- including 
two Christmas and two New Year's weekends. 

My only excuse for being up here and reviewing the results 
is that I was in on the finish and perhaps can reflect the 
inferences and some of the problems avoided for that reason. 


This is a legal document -- and never was good legal 


advice so valuable. 





CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 255] 


26 


The first thing I want to do is thank every man and 
woman who worked on this project -- there were many -- 
AND 
especially the experts in legal, patent, technical, accounting, 
manufacturing, purchasing, distributing, etc., who really 
supplied the ammunition in this battle. 


How do I appraise it all? 


Basically, it is a sad commentary on our way of life 
that any such incompetent and biased document of complaint 
would ever be served on a respectable citizen. 

It was born out of a situation I hope will never.be 


imposed on business again, but am afraid it will. 


BUT INASMUCH AS IT WAS 
We probably did as well as could be expected, and with 


the political considerations governing the country to a greater 
extent than good sense, we mist reflect a licking -- and surely 


on patents and technical information we got one. 


The rest of the Decree, however, 
generally makes legal an integrated Bell System -- 
and to that extent it is my opinion we preserved the really 
important thing -- 
IN FACT, 
we have good legal proof and a court order saying it is o.k. -- 


a long-posed question settledl 


1-31-56 
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Mr. Harxrns. In broad outline it is true, is it not, that the pro- 
visions contained in the prayer of the Government’s complaint with 
respect to compulsory licensing of the Bell System’s patents has been 
embodied in the decree ? 

Mr. Movtrton. No, the decree goes well beyond anything that the 
prayer asks for. 

Mr. Harkins The prayer did ask for compulsory licensing, did it ? 

Mr. Mouton. Yes, but not royalty-free licensing. 

Mr. Harkins. It requested licensing at reasonable royalties; is that 
right ? 

Mr. Movutron. At reasonable royalties and 

Mr. Harkins. And the decree goes beyond the complaint in that re- 
spect ; is that not so ? 

Mr. Movutrton. In that, and I think in others. 

Of course, you must remember if you interpret that prayer in the 
light of other decrees which have both litigated and nonlitigated at 
the time that this complaint was filed or at any time up until ‘this de- 
cree was entered, you will find none that are in perpetuity, and you 
will find none which go to all equipments. You will find none that 
cover the scope of these patents, and there are many other things in 
this decree which are not reflected in that prayer. 

Mr. Harkins. Would it be your opinion that the patent relief that 
was requested in the complaint and the patent relief that was ob- 
tained in the decree could be expected to be effective in the absence 
of other types of relief that were also requested in the complaint ? 

For example, such as the separation of Western and the abolition 
of arrangements that require the Bell operating companies to deal 
exclusively with Western ? 

Mr. Movtron. I am not sure I understand that question. When 
you talk in terms of being effective, I have to ask effective for what? 

Mr. Harkins. For restoring competition, to eliminate a monopoly 
situation that the Government alleged existed then. 

Mr. Movurron. Let me just speak to the restoring competition. 

This industry has grown up and has done what it has been able to 
do, giving this country the best telephone service in the world, 
through an integrated structure. 

Western Electric became the manufacturing unit of this system 
in 1882, which, I believe, was 8 years before the Sherman Act was 
passed. 

And it was only a very few years after the first patent on the tele- 
phone. So when you talk in terms of restoring competition, you are 
just talking in the face of those facts. 

Sec ondly, let me make it very clear that in our judgment this is a 
perfectly——was a perfectly legal organization, nothing illegal about 
our manufacturing for our own use in providing the “public service, 
and so when you talk in terms of correcting a monopoly, I just have 
to reject the terms. 

Mr. Harkins. Nonetheless, Mr. Moulton, does the making available 
of the patents of the Bell System give to the licensee an opportunity 
to provide or to sell his equipment ‘that he manufactures under those 
patents to the Bell operating companies? 

Mr. Movtton. If you mean that if we give you a license agreement 
that we thereby obligate ourselves to buy from you, the answer is 
“No 











CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 2553 


If you mean, however, that if someone under our patents can pro- 
duce a product which in terms of quality and cost is better than we 

‘an, or even as good, then he has the opportunity to sell to us, and 
he always has. 

The CuarrMan. Despite the fact that these companies own Western 
Electric ? 

Mr. Movtton. That is right, Mr. Chairman. 

There has never been, and I believe it was ¢ learly proved and can 
be clearly proved, there has never been any restriction against other 
people in terms of quality and cost if they can meet what Western 
Electric is doing. There is no restriction on their selling in the 
market. 

We are not in the manufacturing business just to be in the manu- 
facturing business. 

The Cuatrman. How much of the equipment of the American Tele- 
phone & Telegr we does Western Electric make? 

Mr. Mouton. I don’t have 

The CuarrMAn. Roughly. Is it 90 percent? 

Mr. Movtron. What ? 

The CHarrMAN. Ninety percent? How much? 

Mr. Movtron. Oh, how much equipment. Oh, no, Mr. Chairman. 

The CHarrMan. What is the percentage of all equipment? 

Mr. Movtton. No, Mr. Chairman. 

The CHarrMAn. How much? 

Mr. Moutton. Oh, no. 

The CHarrmMan. What amount? 

Mr. Movutron. You see, we buy large amounts. Western Electric 
buys large amounts of supplies, and also parts from outside sup- 
pliers. 

We have, I think the figure is 30,000, independent suppliers from 
whom we buy goods, supplies, parts. 

The CHarrMan. I am not speaking of printing or paper. I am 
speaking of mechanical devices. 

Mr. Movtton. We buy a good many of those. 

The Cuarrman. How much in dollars and cents do you buy from 
Western Electric? How much do the Bell companies buy from West- 
ern Electric? How much do they buy in dollars from independent 
companies ¢ 

Mr. Movtron. I will find my paper in a moment, sir. 

The Cuarrman. All right, take your time. 

Mr. Mouton. Well, let? ssee. We bought i in 1957 

The Cuarrman. What did the Bell System buy from Western ? 

Mr. Movtron. I am trying to give you these figures. 

The CHarrmMayn. I am not speaking of “we.” I mean the Bell op- 
erating companies. 

Mr. Movtron. All right, if you will just bear with me a moment, 
I will find the right sheet. 

The Cuarrman. I want to get this clear, Mr. Moulton. I therefore 
am asking this question : 

How much did your Bell operating companies—that doesn’t in- 
clude Western Electric—buy from Western Electric and how much 
do the Bell operating companies buy from independents? 

Mr. Movutton. You are talking in terms of Bell operating compa- 
nies and not Western. 
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You must understand that Western acts as the purchasing unit of 
the Bell System, so that what Western purchases is sold to the Bell 
System, so that the purchases have to be included through Western 
Electric. 

Otherwise, I can’t answer your question. 

The CuarrmMan. Well, you will find out for us then, won’t you? 

Here is what I am driving at, Mr. Moulton. Maybe you missed my 
point. One of the prayers ‘for relief was the termination of the a 
rangements requiring Bell operating companies to deal exe beatvely 
with Western Electric. That was one of the prayers for relief; is 
that right? 

Mr. Mouton. Yes. 

The Carman. That was not in the decree. That was not in the 
final relief ? 

Mr. Mouurton. No, and there is no requirement that they deal 
exclusively. 

The Cuarrman. Therefore, Bell operating companies can still ex- 
clusively deal with Western, to the exclusion of independent com 
panies, because you are not prohibited ; is that correct ¢ 

Mr. Movutton. There is nothing in the decree to prohibit them be 
cause there was no occasion to. 

The CuHatrmMan. What is that? 

Mr. Movtton. There was never any occasion to because there was 
no proof that there ever was any exc ‘lusive arrangement. 

The Cuarrman. Nonetheless, there is nothing in the decree that 
precludes you from dealing exclusively with Western Electric; is that 
right ? 

Mr. Mouton. No; there is no reason why there should be. 

The CHarrMaNn. It is very pertinent now to find out what the Bell 
operating companies are now one from Western Electric and what 
they are buying from independent companies. 

Mr. Moutron. All right. And let me make this clear: That since 
1906 the Bell operating companies have used Western for the most 
part as the purchasing unit through whom they purchase. They do 
some direct purchasing, but this is a nonexclusive arrangement, and it 
is built up over the years and it is a most economical one. So that 
in order to give you these figures, I have to include the purchases 
which are made through Western. 

The CuHarrman. If you have not got them now, will you try to 
supply them to us? 

Mr. Movtrton. I would like to supply these figures if I may, and 
explain them. 

The Cuarrman. All right, whatever those are, for whatever they 
may be worth. 

Mr. Mourton. All right. Total sales by Western to the Bell Sys- 
tem in 1957, that is the most recent thing we have, was $1,821 million. 
Of that amount, $328 million went for installation and other services, 
that is installation of central offices which Western does. They main- 
tain the specialized crew on installation of complicated equipment. 
Products purchased from the outside, part of these 30,000 suppliers, 
most of whom were small-business men, amounted to $281 million. 
Raw materials amounted to $208 million. Purchased telephone mate- 
rials which were resold, $241 million. Purchased apparatus units, 
$33,600,000, and purchased components, $49,400,000. 
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Now, those were all purchased outside, and they were for use in the 
Bell System. 

The Cuarrman. I know, but that does not answer the question. 

Mr. Moutron. And then to balance it out you have the rest of the 
amount. 

The CHatrMan. That does not answer the question. Those figures 
are interesting. It shows the amount not only that Western Electric 
purchased for itself, but what Western Electric purchased for the Bell 
operating companies. It points it all together. 

Mr. Moutron. Oh, no; no. 

The CuarrMan. This raw material that Western buys 

Mr. Mouton. I am just giving you a breakdown. If you want to 
exclude the raw material, all well and good, but you have the various 
figures against the total. I am trying to give you all of it. 

The CuarrMan. Is it possible for you to supply to the committee a 
direct answer to the question propounded to you; namely, the amount 
in dollars and cents that the Bell operating companies buy directly 
from Western Electric vis-a-vis what it purchases from Western Elec- 
tric’s competitors, independent operators. 

Mr. Movutron. You mean purchased directly ? 

The CuarrmMan. Yes. 

Mr. Movuuron. Oh, I cannot give you that figure. That would in- 
volve going back and attempting to break down every set of accounts 
that the operating companies have, and that would be an impossible 
thing. 

The Cuatrrman. Were any figures of that sort supplied to the De- 
partment of Justice? 

Mr. Mov. ron. I don’t believe so. 

Mr. McCuttocn. Mr. Chairman, I would like to ask two questions 
there. Then I must go to vote in accordance with the summons from 
the bell. 

Does A. T. & T. have any agreement, any binding agreement, with 
the Bell operating companies which prohibits the Bell operating com- 
panies from buying materials or finished equipment from any other 
firm or corporation in this country other than Western Electric? 

Mr. Movtron. No, sir. 

Mr. McCuttocn. Is there any understanding between A. T. & T. 
and the operating heads of the Bell companies that there shall be no 
purchases from any source other than Western Electric ? 

Mr. Movtron. No, sir. 

Mr. McCuttocn. May the Bell operating companies buy material 
and finished equipment from whatever source is most advantageous 
to them ? 

Mr. Mouton. That is correct. 

Mr. McCvuiiocn. Do they buy materials and finished equipment 
from whatever source is most advantageous to them ? 

Mr. Movutron. That is their job, and they have to do that. West- 
= as a matter of fact, is in a position—and this goes to the heart 
of this case—Western’s prices for its equipment are so far below 
those that are available anyplace else that they buy from Western 
hecause they must, if they are doing a good job, buy from the cheap- 
est, I mean where they get the best for their money. 

Let. me give you an example. The telephone set, the standard 
2-party 500-type set, which was developed by us, but which is in 











2556 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


general manufacture by all manufacturers of telephone sets in this 
country today costs $10.84. That is Western’s charge to the operating 
companies. The lowest outside wholesale price, that is from any other 
manufacturer, is twenty-three-dollars-and-some-odd-cents. It is a 
little more than twice. Now what would you do if you were running 
the business ? 

Now this runs right across the board. Last year we ran short of 
exchange cable, that is Western’s manufacturing capacity. Last year 
was a very large year constructionwise. So we had to go out, that is 
Western had to go out and buy 30 billion conductor feet of exchange 
cable. 

It not only went to this country, it had to go to other countries. 
We had to go all over the world looking for it, bought it at a cost of 
$55 million and turned around and resold it to the operating com- 
panies at $40 million, because you have to have one constant price for 
Western’s manufacture and others’ manufacture. That is the situa- 
tion we are up against. 

The Cuatrman. Mr. Moulton, from my point of view, I am free to 
give my opinion at this point, I am not so naive as to believe that you 
do not buy, or, that is, the Bell operating company doesn't buy, the 
preponderant bulk of its materials from Western Electric. 

It only stands to reason that it would. Why should it give the 
profit that would be made by independents selling to Bell operating 
companies, if those same goods can be manufactured and sold by 
Western, a subsidiary of the Bell System ? 

From what you say, then, there would be no need for, there would 
be no use in Bell operating companies or American Telephone & Tele- 
graph buying only from Western Electric. You would get rid of it. 
You would answer the prayer for relief that the Government wanted 
and segregate yourself from Western Electric because there would be 
no advantage to you from what you say. 

But there is a great advantage, and the advantage is profit. You 
are in business for the profit of your companies and for the benefit 
of your stockholders, and it would not, to my mind, make you subject 
to criticism if you make as much profit as possible for your stock- 
holders. 

You are going to buy everything that you possibly can from West- 
ern Electric. 

You are not going to be so pro bono publico as to benefit these 
independents when you can line your own pockets with additional 
profits. It is the natural thing to do. 

If I were in your position, I would do the very same thing, but I 
wouldn’t come forward here with wings spreading from my shoulders 
to create the impression that—— 

Mr. Movtrton. I would like the opportunity to answer that if I 
may. 

Mr. McCvutxocu. I would like to have that answer, too, and before 
I go, at the risk of missing the vote, I w ould like to ask Mr. Moulton 
that if this telephone box can be made for $5 by the seller company, 
and the Western Electric charges $10 for it, how you are going to 
justify that when you seek to increase my rates in Piqua, Ohio, before 
the Ohio Public Utility Commission. 
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The CuarrMan. Bill, I agree with you on that, if that would be the 
result. But the mere fact that A. T. & T. has the power to buy from 
even a company that produces at a higher rate, there is the rub. There 
is the difficulty. But the Federal Communications Commission said 
about this very same thing, I am reading on page 585 of the FCC 
telephone report. We have the following, which I read into the 
record : 

The Western Electric Co., as the manufacturing department of the Bell Sys- 
tem, has had exclusive access to the huge market provided by the Bell System 


operating companies for telephone apparatus, equipment, and supplies. Approxi- 
mately 90 percent— 


T knew I had the 90 percent from somewhere— 


approximately 90 percent of the total sales of all telephone manufacturers in 
the United States are made by the Western Electric Co. 

I could go on and read further, but there is no need to. I will have 
to take a recess for a short while. I will be right back. 

(Short recess taken. ) 

Mr. Harkins. Mr. Moulton, the independent manufacturers, un- 
der the decree 

Mr. Moutton. May I respond, just very briefly, to the statement 
which the chairman made earlier 

The CHarrman. Yes; certainly. 

Mr. Moutton. Because I sincerely think there is a misunderstand- 
ing here, and I would like to, at least, state our position with refer- 
ence to the 1 or 2 points that the chairman made. 

First, and this relates somewhat to Congressman McCulloch’s ques- 
tion, but it goes, basically, to the whole structure of this question, and 
that is that Western Electric’s prices and profits are subject to true, 
indirect, but effective, regulation by the State commissions and by the 
FCC. We have been through over, I suppose, now, 250 rate cases 
throughout the country before the State commissions, and I have been 
in my share of them. And, in every case, we have the burden of proof 
to show both that Western’s prices are lower than we could obtain 
materials or the apparatus from elsewhere, and that its profits are 
reasonable. And we assume that burden of proof. And there are 
exhaustive studies of this whole subject which are made by NARUC- 
FCC joint committees, and also, by the commissions themselves. 

Now, that goes to this question of profit motive. If we have a dis- 
allowance, if our prices and profits are not found to be reasonable. 
then we do not earn—that is, the operating company does not earn— 
on that amount of money. That means that that price has no eco- 
nomic significance whatsoever to the consumer or to the investor, and 
we just can’t live with that situation, because, if we can’t earn money 
on the money we put into the telephone business, and, after all, Mr. 
Chairman, we are in the communications business. That is our 
business. 

Western Electric is a servant of that business. And these are the 
reasons why we cannot go out and buy an instrument from Western 
for $20, if they were to sell one for $20, that we could buy for $15 
someplace else. We could not do it. It would be economically and 
legally impossible. Our price comparison studies show that, through- 
out our prices, the outside prices are 200 percent of the prices of West- 
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ern’s apparatus which it manufactures and sells to the operating 
companies. 

The CHAIRMAN, Let me interrupt you. If that were true, I can’t 
conceive why you eel want to hold on to Western Electric. If you 
could buy so cheaply from independents, what is the use of holding 
on to Western Electric ? 

Mr. Moutton. Well, we cannot buy so cheaply from independents 
because their prices are 200 percent of Western’s prices. I have cited 
the case of the instrument, $10.84, against $23 and some odd cents. 
Now, we have to buy from Western. 

The Cuarrman. You probably haven’t read the Federal Communi- 

cations report on the relative prices charged the Bell operating com- 
panies by Western as compared to independents’ prices. And the 
prices charged by Western Electric are higher, in many instances, 
that the prices chi " ged by independents. 

Mr. Mouton. I do not believe that is a fair characterization of 
that report. 

The CuarrmMan. Let Mr. Maletz read from the record of these pro 
ceedings some excerpts from the report. 

Mr. Maerz. Mr. Chairman, at page 310, the FCC report on its tele- 
phone investigation stated as follows: 

If reductions are made for average discounts actually allowed on sales, Kel- 
logg’s and Stromberg’s prices for these circuits amount to 83 and &8& percent, 
respectively, of Western’s prices. The results do not, of course, reflect any 
weighting on the basis of the relative amounts of equipment sold by the inde- 
pendents assembled and unassembled, respectively. 

At page 313 of this report, the following is stated: 


A straightforward comparison of Stromberg’s and Western’s prices for equip- 
ment sold as new switchboards can be made directly for 80 percent of the 
equipment included in the American Co. pricing of Bell System small manual 
switchboards. This comparison indicates Stromberg’s prices to be 18 percent 
below Western's. If functionally comparable circuits are priced in the same 
way, the results indicate Stromberg’s prices to be 21 percent below Western’s. 
These differences in favor of Stromberg exceed, somewhat, those set forth in 
table 52 for a slightly different switchboard at a different pricing date. 


At page 316, Mr. Chairman, the Federal Communications Commis 
sion stated as follows: 


However. for assembled apparatus included in these studies which is repre- 
sentative of a substantial portion of telephone-equipment sales, it is indicated 
that Western’s current (1936) prices are generally higher than those of inde- 
pendent suppliers for comparable equipment items. 


At page 317, the following is stated by the Federal Communications 
Commission : 


The American Co. weighted the prices shown in the above tabulation according 
to Western’s shipments, which exceeded 150 sections during the period 1923-27 
and amounted to 10 or less each year from 1932 to 1936, inclusive. This compu- 
tation indicates that Kellogg’s average prices amounted to 97 percent of West- 
ern’s. However, if the prices had been weighted by the time they were in 
effect, which is the method used by the American Co. in all of its price-compari- 
son studies used in rate cases, Kellogg's prices would have been shown to 
average 89 percent of Western’s prices during the entire period. 
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At page 319, the following is stated : 
The results shown on table 53 indicate Kellogg’s prices for these switchboards 


would have been 75 percent of Western’s, Stromberg’s 80 percent of Western’s, 
und Automatic Electric’s 90 percent of Western’s. For material only, the above 
percentages are 81, 87 and 95 percent, respectively. On manual switchboards, 
independents do more wiring and assembly work in the factory and less in the 
field than does Western. 


At page 321, the following is stated: 


Any comparison which might be attempted would be subject to some criticism, 
since it is extremely difficult to compare, structurally and functionally, com- 
plicated equipment, such as a telephone switchboard, of two different manu- 
facturers. The assembled equipment comparison is informative, however, if for 
nv other purpose than to indicate that the American Co. price-comparison studies 
are not convincing as to the reasonableness of Western’s prices to the associated 
companies. 


And, at page 323: 


The differences in manufacturing and marketing conditions between Western 
and the independent manufacturers are such as to make a comparison of their 
respective prices of little value in testing the reasonableness of Western’s prices. 
Some of these differences are: (1) The size of the market supplied by Western 
as compared with that supplied by the independents; (2) the advance informa- 
tion available to Western as to the anticipated purchases by its customers, as 
compared with lack of such information available to the independent manu- 
facturers; (3) the cost of selling products of the independent companies as com- 
pared with the fact that no sales cost is incurred by Western; (4) the relative 
credit risks of the independent manufacturers and Western. 

Mr. Moutron. May I proceed ? 

The Cuarrman. Certainly, you may respond in any way you wish. 

Mr. Maerz. May I ask the witness a question / 

The Cuarrman. Will you suspend a minute, Mr. Moulton ? 

Mr. Maerz. Mr. Moulton, do you know of any additional price 
comparison study made by the Federal Communications Commission 
since 1959 ¢ 

Mr. Moutron. This one wasn’t made in 1939. 

Mr. Maerz. This study was released in 1939; was it not ? 

Mr. Movutron. I think the figures go back to 1936. 

Mr. Marerz. Do you know of any price comparison study made 
by the Federal Communications Commission since the release of this 
study by the Commission in 1939? 

Mr. Mou tron. No, I don't. 

The Cuarrman. As far as you know, did the Department of Justice 
attempt to make any comparative price study / 

Mr. Moutton. Not to my knowledge. 

But let me say something about this document you have been read- 
ing from. This was a document which resulted from an ex parte 
and, in my judgment, a star-chamber proceeding. We were not per- 
mitted to offer evidence, to interrogate witnesses, and even to do any 
more than comment, and those comments were then not accepted for 
the record. 

This is not the fact. I am telling you this is not the fact. These 
studies have never been substantiated. We have this—this document 
is in every Commission office in the country, and has been since 1939. 
In every case since then, we have had to prove the reasonableness 
of Western’s prices and profits vis-a-vis outside manufacturers. 
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In very, very few cases, and none based on price comparisons, have 
there been any disallowances on account of the fact that we could 
have bought goods outside cheaper. 

Now, you have been talking about private branch exchange appa- 
ratus. That is primarily what this deals with, which is not a 
large 

(On May 21, 1958, A. T. & T. submitted supplemental informa- 
tion concerning price comparisons which appear at p. 3811.) 

The Cuarrman. Will you yield at that point? I have this report, 
and read therefrom at page X VIII the following: 


At the close of the hearings it was announced that the American Telephone & 
Telegraph Co. would be permitted to submit statements in writing pointing out 
any inaccuracies in factual data or statistics in the reports introduced in the 
hearings or in any testimony in connection therewith, provided that such state- 
ments were confined to the presentation of facts and that no attempt would 
be made therein to draw conclusions therefrom. It was further announced 
that statements to be submitted should be properly verified and should refer 
specifically by page number to the matter in the report or transcript sought 
to be corrected. September 30, 1937, was fixed as the time limit within which 
such statements might be filed. 

The company submitted a series of unsigned, unattested memorandums desig 
nated as “comments” upon the reports submitted in evidence by members of 
the investigation staff. 





So apparently you were given an opportunity. It has been sug- 
gested that I read the next page. I didn’t read the full page. 


On October 14, 1937, the Commission directed Commissioner Paul A. Walker, 
chairman of the Telephone Division, to prepare a report of the telephone in- 
vestigation pursuant to Public Resolution No. 8 for submission to the Congress. 
The Telephone Division of the Commission was abolished on November 15, 1937. 
A report was prepared under the direction of Commissioner Walker and was 
submitted on February 23, 1938, to the Commission for adoption. That report 
was subsequently forwarded to the Congress and has since been printed as the 
“Proposed Report, Telephone Investigation.” 

Subsequent to the submission of the proposed report, the Commission author- 
ized the filing of a brief by the Bell System companies and also oral argument on 
the proposed report if desired. A brief was filed but the companies did not avail 
themselves of the opportunity for oral argument. The brief submitted on behalf 
of the Bell System companies has been considered in the preparation of this 
report. 

The subject matter of the report is treated under two general subdivisions. 
Part I of the report seeks to present the facts developed by the investigation 
without conclusions or comment except insofar as this may be necessary to 
explain the facts. Part II contains a discussion of current regulatory prob- 
lems; summary of findings; and conclusions and recommendations of the 
Commission. 


So it strikes me that you were given an opportunity to combat any 
factual distortions or anything of that sort, Mr. Moulton. 

Mr. Movutton. Mr. Chairman, the very first sentence you read was, 
“At the close of hearings,” some things happened. 

If that isn’t a star-chamber proceeding, I don’t know what is. 

The CHarrMan. But you were permitted to submit documents after 
the hearings were closed. 

Mr. Movutton. After the hearings were closed. We were not per- 
mitted to interrogate witnesses. 

The CuarrmMan. That is before the report was filed. 

Mr. Movtrton. I know. 

The CuatrmMan. Before the report that we just read from. 

Mr. Mourton. We were not permitted to interrogate witnesses. 
We were not permitted to look at the worksheets upon which they 
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were based. We were not permitted to participate in the proceedings 
in the hearings. 

The Cuatrman. Were you A. T. & T. counsel at that time? 

Mr. Moutton. No, but I know counsel who was there at that time. 

The CuarrmMan. You are speaking from hearsay ¢ 

Mr. Movtton. Well, I am speaking from hearsay. So are you, sir, 
even on that. 

But I have talked with counsel who were participating in those 
hearings. 

The Cuarrman. What do you want us to do, throw this report in 
the ashcan—a report from the Federal Communications Commission ? 
Mr. Mourron. I am not asking you to do anything with it, sir. 

The CHatrMan. What do you want us to do with it? 

Mr. Moutton. I think that is where it should be. 

The CHatrman. Treat it like this is nothing at all? This was a 
report submitted to the Congress as a result of a resolution passed 
by Congress. 

Mr. Moutron. That is right, it was. 

The Cuarrman. And a million and a half dollars was expended by 
the Federal Communications Commission for this purpose. 

You say it is of no value because it is injurious to your point of 
view. 

Mr. Movtron. No. I am saying it is at least from my point of 
view of no value because it was a purely ex parte proceeding, and 
the facts which it attempts to represent are not in my judgment facts 
and were not facts then of general import. 

The Cuarrman. Mr. Moulton, we have your point of view, repre- 
senting the Bell operating companies. You feel that you should have 
no truck with it. All right, the record speaks for itself. 

Mr. Movrton. Well, I want to go on. 

The CHarrMaAn. Go ahead. 

Mr. Movutron. And finish my answer, sir. 

The CHarrMan. I get a little impatient with that point of view, 
sir, and it doesn’t help your cause very much. 

Mr. Movuuron. I am sorry, sir, I am sorry you are 

The Cuatrman. I can’t conceive of a man who is a responsible 
lawyer taking a stand like that and making an attack on a report 
of this character. 

Mr. Mouton. I am just telling you facts, sir, and these are well- 
established facts. 

The CuatrMan. Go ahead. 

Mr. Movtron. There isn’t any question about it. 

Mr. McCvuttocn. I would like to ask one question before you 
proceed, Mr. Moulton. Did the Congress or the Federal Communica- 
tions Commission do anything pursuant to this report from 1939 to 
L949 ¢ 

Mr. Movutron. No. This report and these charges were contained, 
as I have said before, were sent to every State commission, and we 
have had thousands, not thousands, but hundreds of rate cases since 
that time in which, under Smith v. //linois Bell Telephone Co., the 
issue as to comparable prices and reasonableness of profits has been 
posed, and we have had the burden, and we have had no difficulties. 

There have been a few disallowances, but only on the profit side, 
not on the price side. 
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Mr. McCuttocn. I would like to ask you a specific question and 
it may be repetitious of what you have just said. 

In any rate increase application, have you had such application 
rejected or any part of it rejected by reason of a finding of a public 
utility commission, or whatever they may be called in the 48 States, 
that the price of equipment which the Bell operating companies 
bought from Western Electric was not competitive with like equip- 
ment that was available from independent producers? 

Mr. Moutton. No, sir; not to my knowledge. 

The Cuarrman. What do you expect the gentleman to answer, Mr. 
McCulloch ¢ 

Mr. McCutiocn. Mr. Chairman, I would answer that question 
very definitely in this way. If there were an application to increase 
rates of the Bell Telephone systems or any group thereof in my State 
and it was shown to the Public Utility Commission of Ohio that the 
Bell operating companies were forced to buy or did buy equipment 
from the Western Electric at a price higher than they could buy it 
from any independent source, I would expect the Public Utility 
Commission in Ohio to act accordingly, and if they didn’t, I think 
I would have an idea what would happen after an election or two in 
Ohio. 

The Cuatrman. Mr. Moulton, Mr. T. A. M. Craven was a member 
of the Commission at the time this report was filed, wasn’t he? 

Mr. Moutrton. I believe so. 

The Cuarrman. Mr. T. A. M. Craven was reappointed a member 
of the Commission by President Eisenhower, was he not ? 

Mr. Mouttown. I believe so. 

The Cuatrman. Mr. T. A. M. Craven signed this report when it 
was promulgated ¢ 

Mr. Moutrton. I assume he did. 

The Cuarrman. Yet he was approved by the present administra- 
tion and reappointed as a member of the Commission. 

Now, do you think that he would be guilty of making irresponsible 
statements which you contend are contained in the report? 

Mr. Movtrton. I don’t think that Mr. Craven sat through these 
proceedings. 

The CuarrMan. He signed the report. 

Mr. Movuttron. He may have signed the report, and if you will 
look at the conclusions in the report, there is no suggestion that there 
was any additional regulatory power needed to cope with the situa- 
tion, and I believe if I were in his place I would have been dealing 
with the summaries and sonttoheni and recommendations 
principally. 

The CHairman. Your company didn’t, as far as you know, object 
to the reappointment, and reassignment of Mr. Craven, did it? 

Mr. Moutron. No, sir. 

The Cuarrman. Go ahead. 

Mr. Harxtns. Have you finished your statement, Mr. Moulton / 

Mr. Moutron. No; I have not. I might simply say with reference 
to the central office and private branch exchange apparatus, this deals 
with specific instances of specific switchboards. 

This deals with generally the same subject matter. This shows 
that the lowest general trade price, and this is a comparison based on 
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published list prices less maximum general trade discounts in the 
years 1929 to 1957, that 

The CuarrMan. From what are you reading? 

Mr. Mouton. I am reading from a price comparison study which 
I will stand behind. 

The Cuarrman. Is that your own ? 

Mr. Mouton. Yes, of course it is our own. 

The Cuairman. I beg your pardon. 

Mr. Mouton. Yes. 

The CuarrmMan. Don’t you want to put that in the record ¢ 

Mr. Moutron. Yes, I’d be glad to. 

The Cuarman. All right, we will accept it for the record. 

(The study referred to appears as appendix IX at p. 4466.) 

Mr. Mouton. It shows that prices for this class of apparatus 
from independent manufacturers is 204 percent of Western’s price 
and I would like to offer this, if I may. 

The CHarrMan. We will be glad to have it. 

Mr. Moutron. I think this is very fair of you, Mr. Chairman, and 
I am glad to put this in. 

The Cuatrman. Mr. Moulton, you can put anything you want in 
the record. I will be very lenient. 

Mr. Movutron. I am deeply appreciative of that. May I have one 
moment? | 

The Cuarrman. Certainly. 

Mr. Mouuron. I would like also, if I may, just so that we will have 
the record clear, to offer an article written by Mr. John H. Bickley, 
who was chief accountant for the telephone investigation which made 
this statement. 

The Cuatrman. Is there any objection to putting that article in 
the appendix to the record ? 

Mr. Movutron. Oh, no, it doesn’t have to be in the printed record. 

(The article referred to appears as appendix VI at p. 4448.) 

The CHarrman. I would hke to put this in juxtaposition to your 
own statement about central branch office and exchange apparatus 
and read this excerpt from the FCC telephone report, page 321: 





The assembled equipment comparison is informative, however, if for no other 
purpose than to indicate that the American Co.'s price-comparison studies are 
not convincing as to the reasonableness of Western’s prices to the associated 
companies, 

Mr. Movutron. And putting this in juxtaposition, I can only say 
that this issue has been seriously posed in literally hundreds of rate 
cases, and we have had the burden of proving it, and we have had 
many experts against us, and we have had no difficulty. 

We have been able to sustain the burden of proof. 

Now, I want to go on, because I don’t want to take up too much 
time on this, to this question that was raised as to why we didn’t vol- 
untarily agree to the divestiture of Western and the statement that 
that was probably because we have a profit motive. 

I want to refer back to my opening statement in this regard, and 
to state again that whereas the prices for electrical machinery and 
equipment, which is the nearest comparable type of manufacturing 
activity that there is to ours, is the BLS index has gone up under 
so-called outside competitive conditions, 49 percent since 1950, and 
our prices have gone down 6 percent. 
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Now, we have done this. We have taken the electrical machinery 
and equipment price index as an indication of what would have hap- 
pened had Western been divorced and divided in 1950, because it is 
as close as we can come. 

We have applied year by year the price index to Western’s sales, 
the electrical machinery and equipment price index to Western sales 
to the Bell companies, and we find that since 1950 had we done so, 
had those prices prevailed rather than Western’s, there would have 
been an increase in the cost of the operating plant on which rates are 
fixed of $1,756 million. 

Now, converting that in terms of rates, because you would have to 
earn on that increase, although you would have no increase in physi- 
cal equipment, and applying approximately a 15-percent factor, be- 
cause that would be roughly a 6-percent return, because you have to 
double it for the tax effect and there would be more than that if you 
added depreciation, which runs at about 4 percent per year, and I am 
not saying 6 percent is any indicium, except that I am just taking 
that figure, it would mean that the annual effect of that today in 
terms of telephone rates would be an increase of $264 million, and 
that would continue to increase rates annually, because there are 
annual increments, by about $75 million a year, so that at the end of 
a 10-year period, your rates would be increased by $414 million a 
year, and if you want to divide 60 million telephones, which we 
expect to have about 1960, into that, you can get some idea of the 
magnitude of what this would have been. 

Now, Mr. Chairman, had Western been spun off, there would have 
been no regulatory reason why they shouldn't have followed the elec- 
trical machinery and equipment business in their pricing, and that, 
in my judgment, is about where we would be. We probably would be 
worse off because of the mechanics involved. 

Now, to add to that, you have the situation where, in terms of 
quality, we would just not be in a position to do the job through 
outside manufacturers that we are doing today. 

I am not talking now in terms of money. I am talking in terms of 
quality, and I am convinced and my people are equally convinced, 
that in terms of quality we would retrogress. 

Let me just add this one thing. I am not trying to sprout wings, 
but I am trying to tell you what I think, and that is that had that 
happened, two ‘inves would now be happening. 

First, this hearing would be a hearing on administered prices in 
the telephone manufacturing business, and we would have consumers 
who would be knocking at the doors of the halls of Congress and 
elsewhere. 

I am stating my views and they are sincerely held. 

Mr. McCuttocn. Could I ask one question right there ? 

The CHarrman. Certainly. 

Mr. McCutxocn. Has A. T. & T. made any comparative study of 
the increase in telephone equipment manufactured by independent 
manufacturers, and Western Electric since 1950, for instance? 

Mr. Moutton. Yes. 

Mr. McCuuiocu. Could we have that for the record, please, sir? 

Mr. Mouxron. I think I have some figures on that. I can give you 
a general price comparison study, if you would like to have the whole 
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thing, this is the most current thing we have, from which the one 
page that is in the record would be in and could we put them in the 
appendix / 

The Cuairman. We will put them together. That will be accepted. 

(The documents referred to appear as appendix VIII at p. 4460.) 

Mr. Harkins. Mr. Moulton, in the operations of the Bell System, 
it is true, is it not, that Western Electric for the vast majority of items 
is the supplier for the system ? 

Mr. Movutron. Yes. There are two functions, of course. One is 
the purchasing function where we purchase and distribute and ware- 
house in a most economical fashion, and then there is the manufactur- 
ing function where we manufacture telephonic apparatus and equip- 
ment, and in connection with the latter, we buy some outside and we 
buy components outside. 

The record is clear on that, I think. 

Mr. Harkins. As far as purchases by Bell operating companies, the 
Bell operating companies make very few purchases percentagewise, 
dollarwise, or in any other comparison, from any company other than 
Western ; isn’t that true? 

Mr. Moutron. I don’t have any order of magnitude. I would think 
it was small as compared with their purchases from Western. 

Western acts as—let me put it this way. The best figure I can get 
is that about 40 percent of the processed materials and supplies, 
manufactured materials and poe including components, which 
are transferred to the operating companies are purchased outside. 

That excludes raw materials and Western’s labor. 

Mr. Harkins. Those are purchases by Western for sale to the 
operating companies. 

My quest ion—— 

Mr. Mouton. They are purchases by Western on the orders of the 
operating companies. Western in effect operates as the purchasing 
and distribution unit. This is the most economical way. It has been 
going on since 1906. 

Mr. Harkins. I understand that, but my question is this: Could 
you supply for our record, I am not asking you to do it now, and 
maybe you can only supply an approximate figure or approximate 
figures, the amount of purchases made by Bell operating companies 
from companies other than Western ? 

Mr. Mouton. That would be a very difficult figure to find out, 
because that would mean going back through all their own purchase 
orders and determining that. That would mean a very large account- 
ing job, but I will see what we can do. If I can, I can; if I can’t, I can’t. 

Mr. Harkins. Could you give us an approximation of that ? 

Mr. Mouton. I will see what I can do. 

Mr. Harkins. Under the decree independent manufacturers are 
given patent rights; is that not true ? 

Mr. Moutton. Everybody is given patent rights. 

Mr. Harkins. Including independent manufacturers. 

Mr. Movutrton. Yes. 

Mr. Harxkrns. But the decree does not assure by any provision that 
an independent manufacturer will have a chance to sell directly to the 
Bell operating companies, is that not so? 
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Mr. Movtron. There is nothing in the decree which says we must 
buy from our licensee. 

Mr. Harxrns. In your opinion will the compulsory licensing re- 
quirements of the decree be advantageous to independent telephone 
equipment manufacturers ? 

Mr. Movtron. Why certainly. 

Mr. Harkins. I take it from your answer then you are in disagree- 
ment with the statement of Mr. Kappel which was introduced in the 
record at the last meeting ? 

Mr. Moutron. I have been before and I may be now, but I do not 
think I am in disagreement on this. 

Mr. Harkins. You are not in disagreement / 

Mr. Movutton. I say, I do not think Iam. _ I don’t recall the state- 
ment specifically. 

Mr. Harkins. I will show you this document. It is a photostat 
of a document that is in the record. On page 2 you will see the 
question in mind. Would you read the question about compulsory 
licensing provisions / 

Mr. Mouton (reading) : 

Will the compulsory licensing requirements of the decree affect Bell System 
operations or be advantageous to independent equipment manufacturers? 

No, the decree simply makes compulsory the patent licensing practices which 
have been followed by the Bell System for a number of years. 

I disagree with that and that is not Mr. Kappel’s statement. These 
are some statements made, as I have explained before, in the public- 
relations section. 

Mr. Harkins. Whose initials are on the front page? ‘There is a 
notation that you read the other day, and I believe you identified those 
initials as Mr. Kappel’s 

Mr. Movtron. Where is no question Mr. Kappel says what these 
are. He identifies them in his notation just as I have told you. 

Mr. Harkins. But are you testifying that you do not believe that 
Mr. Kappel endorsed these statements / 

Mr. Movtron. I have no way of knowing whether he endorsed it 
or not. I do not believe he would endorse that. They were given 
royalty free rights under predecree patents. That certainly was 
advantageous to them, and nobody could deny it. So I do not think 
that he would attempt to deny that. 

Mr. Harkins. It is true, is it not, the fact remains that independent 
telephone equipment manufacturers, no place in this decree, are as- 
sured an opportunity to supply directly Bell telephone operating com- 
panies’ needs ? 

Mr. Movtron. That is correct. 

Mr. Harkins. Mr. Moulton, what do you consider the phrase “dom 
inant patent position” to signify / 

Mr. Movutton. May I ask where the phrase comes from ¢ 

Mr. Haskins. It comes from a document which I will show you. 

Mr. Movuttron. May I see the context / 

Mr. Harkins. Yes. 

Mr. Mouton. I do not want to be like Mr. Truman. 

Mr. Harkins. This is a document entitled “Skytop Notes,” dated 
May 25, 1956. Do you have a copy of that ? 
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Mr. Moutron. No; I donot. Could I see it ! 

Mr. Harkins. Yes; page 7 is where the phrase appears. 

Mr. Moutron. Yes; I see the document. I don’t know, it says, 
“from Mr. E. J. Kane” on the top. I don’t know whose notes they are. 

Mr. Harkins. Who is Mr. E. J. Kane? 

Mr. Mouton. He is the head of Western Electric’s patent-licensing 
division. 

Mr. Harkins. These are probably his notes; is that not right? 

Mr. Moutron. I would have to find that out. I don’t know. 

Mr. Harkins. Would you do that, please ? 

Mr. Movtton. They may well be. 

Mr. Harkins. Mr. Moulton, I ask you what do you consider the 
phrase “dominant patent position” to mean ¢ 

Mr. Movtron. I suppose it means that we had about 8,500 patents 
that went royalty free. I suppose that is a lot of patents, and we had 
some very significant patents. But I cannot tell you what the author 
meant by “dominant. 

Mr. Harkins. I am asking you for your opinion now. 

Would you say that a dominant patent position would be a posi- 
tion where the company had control of the patents which were neces- 
sary to operations in an industry? Would you agree with that? 

Mr. Movtton. I can conceive of a person having one patent which 
would be sufficient to control and operate whereas a lot of other 
people would have patents which would likewise control an industry. 
A lot of people can dominate a patent a I mean a patent field 
or a field of technology by holding, each 1, 1 patent, because it is 
quite possible not to be able to naar Reger a thing or a goods or a 
product without using 3 or 4 patents. So you could say that there 
were a number of them in a dominant position with reference to that 
particular product. So I do not know just how to answer your 
question. 

Mr. Harkins. Would you agree that if a person has a dominant 
patent position and does control the patents necessary to operate in 
the industry, whether it would be 1, 2, 3, or 100 people in such a 
position, that no new person could come into that industry unless 
they secured a license from the person who had a dominant patent 
position? Would you agree with that statement ? 

Mr. Movtton. I do not think the word “dominant” has any sig- 
nificance here. The whole theory of the patent law is that one who 
holds a patent on an invention has the right to exclude others from 
using that invention; and, if that particular invention is essential 
to manufacture a thing, he has a dominant position unless he cares 
to license it. 

Mr. Harkins. It is true, is it not, that on January 24, 1956, and 
for a considerable period of time prior thereto, A. T. & T. and the 
Bell System had a dominant patent position in all the fields included 
in its business needs ? 

Mr. Mouton. No. 

Mr. Harkins. No? 

Mr. Mouton. No. 

Mr. Harkins. I show you this document again, page 7. You have 
seen this document. I will just read it. A memorandum entitled 








2568 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


“Skytop Notes.” It has a notation in the upper right hand corner 
stating, “From E. J. Kane, 5-25-56.” On page 7: 

We have in the past, in cross-licenses with important companies, been able to 
obtain licenses broadly on a system basis covering all our business needs. These 
licenses grant us rights for any kind of station equipment, all carrier, switching, 
and radio equipment, and we have the right to use any patents of the licensee in 
these equipments. Because of our dominant predecree patent position, we had 
little trouble in getting these broad licenses on a royalty-free basis. 

I repeat my question. 

Prior to January 24, 1956, and for a considerable period of time 
prior thereto, did not A. T. & T. and the Bell System have a dominant 
patent position in all the fields included in its business needs? 

Would you agree with that ? 

Mr. Mouton. No; I would not agree with that. Let me explain 
why if you would like to have it. 

Mr. Harxrns. I would like to have your explanation, sir. 

Mr. Movtron. You must bear in mind that when you are talking in 
terms of patents that we need in our business, you are not talking just 
about a patent on a telephone or some device which is only useful in 
telephony. 

You are talking about patents which have much broader use in the 
whole electronics art. There are many patents which have great, if 
not primary use outside the communications business, and as to those 
patents we might have some and they might have some. Where we 
have cross licenses largely they are ‘with companies which are not, 
many of which are not, in the telephone or communications manufac- 
turing business. They are in quite different types of business, and we 
have something which has been developed in our research looking 
toward the improvements in the communications art which reads on 
their equipments. They similarly have something which reads on our 
equipments, so if we do, we are in a position to keep them from ex- 
cluding us from going forward with the best possible developments in 
the communications art by saying to them, “If you are going to ex- 
clude us, we will exclude you, but we do not want to exclude you. All 
we want to do is to be sure that we can give the public the best, most 
up-to-date equipments, and if we need your patent, we want you to give 
it to us in return for our giving you a license under our patent.” 

That is basic to this whole situation. And if that is what is meant 
by a dominant position in connection with cross-licenses, why there it 
is. But that is the sum and substance of the whole thing. 

Mr. Harkins. Does not your statement contradict the statement I 
read; namely, this: “Because of our dominant predecree patent posi- 
tion, we had little trouble in getting these broad licenses on a royalty- 
free basis” ? 

Mr. Movtron. No; it doesn’t contradict that. It explains it. 

Mr. Harkins. Do you agree with the statement that I just read? 

Mr. Movtton. It explains it. I agree with it to the extent that I 
have stated. 

(The document referred to is as follows :) 
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SEXTOP NOTES 


In outlining the operations in the patent 
licensing area, we might review at the start the 
decree provisions. 

We are required to grant licenses under our 
present and future United States patents at any time and 
an applicant can make successive applications. Except 
for patents owned by Teletypesetter, we must grant 
royalty-free licenses under all pre-decree patents which 
were involved in the B-2 agreements. The B-2 agreements 
were patent license agreements among GE, Westinghouse, 

RCA and ATT. The Government had alleged that these 
agreements were an element contributing to the Bell System 
monopoly and the order to grant royalty-free licenses, 

under the Government's theory, is a means of purging our- 
selves of the alleged wrong doing. Although B-2 patents 

are ordered to be licensed royalty free, from a practical 
standpoint it means all patents we had in force except 
Teletypesetter's om the day before the decree. As to any 
future patents, i.e., patents issued to us after 

January 23, 1956, we can charge reasonable non-discriminatory 
royalties. For the purpose of describing the operations 
wnder the decree, I will mention in appropriate places during 
the talk other relevant provisions, 
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The decree gives the right to any licensee including 
our present licensees to cancel at any time any license 
which he has and to be relieved of any royalty obligation 
accruing after the date of cancellation, and thereafter 
to apply for a new license. Any licensee, wder agreements 
in force prior to the decree, can therefore, by this 
procedure, obtain royalty-free licenses wder our pre-decree 
patents. 900 ef our more than 1,000 present agreements 
are royalty bearing and we receive licenses in return in 
about 50% of the agreements. Our licenses under these 
agreements cannot be terminated and remain in force in 
accordance with the terms of the agreements. 

We are also required to send the patent licensing 
provisions of the decree to all our present licensees. 

In doing 80, we offered them royalty-free treatment 

making it unnecessary for them to apply for royalty-free 
licenses under the decree, In nearly all cases, we also 
waived our right to request additiona] licenses, as we 

had the right to request and made the waiver of royalties 
contingent on the acceptance of it by the licensee, These 
acceptances give us the assurance, if we need any, that 


the licenses we had received under these patents could not 
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be challenged at some future time. Up to May 1, we have 
received approximately 80% acceptances. Of course, our 
greatest interest in these acceptances is where we receive 
substantial grantbacks. Of our broad domestic cross 
licensees, only Philco has not accepted. In the case 

of transistor agreements (we regard the grantback as 

being important in these agreements), eight companies have 
not accepted and one of these has, through attorneys, 
informed us that unless we return the $25,000 down payment 
they will take the matter up with the Attorney General 

and the District Court. Our lawyers believe we are on 
firm ground in refusing the refund. 

A number of companies, in returning their 
acceptances, expressed the view that they had gotten 
valuable rights and assistance at very modest cost; some 
expressed indignation at the Government's action; two 
domestic licensees refused the royalty-free treatment and 
insisted on continuing to pay us royalties which, of 
course, we shall accept. Me of our most important lic- 
ensees, an English concern, said they could not in good 
conscience accept royalty-free licenses under our U.S. patents 
since we had been forced to grant them, 

I shall now outline the present status of 
license negotiations, Prior to the decree, we were nego= 


tiating a number of cross-license agreements with important 
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companies as shown on the view graph (1). These agree- 
ments will, of course, have to conform with all the 
requirements in the decree and the re-drafting of these 
agreements, plus the new applications under the decree, 
has throw a very severe burden on the Legal and Patent 
Division. Also, while we had in many cases agreed upon 
terms, these terms will have to be reviewed in the light 
of the requirements under the decree that our royalty 
charges shall be reasonable and non-discriminatory,. 

We have received a fair number of requests since the 
decree for patent licenses and relatively few for technical 
information. The technical information aspect I will 
Giscuss later on. The number of requests for patent lic- 
enses is not as large as anticipated. This is not sur- 
prising in view of the number of licenses we now have 
outstanding (approximately 1100). The following view 
graph (2) shows the number and kinds of these inquiries. 
Of the total of 127 inquiries wnder the decree, approxi- 
mately one third are of such nature that agreements can 
be drawn and this work is proceeding. Of the remainder, 
the inquiries are still in too indefinite a shape to 
qualify as applications for patent licenses wider the 
decree, So far, the applications for patent licenses do 
not indicate any particular pattern and for the most part 
are for wire and cable, transistors and other types of 


components. 
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There are two applications, however, of special 
interest: one by the Government through the Civil 
Department of the Attorney General's Office. The initial 
request of the Government was very broad and sweeping, 
asking for royalty-free licenses wnder our present and 
future patents with the right to grant sublicenses wider 
these patents. We, of course, are not required to grant 
royalty-free licenses under futures and we are forbidden 
by the decree to grant sublicensing rights. We have 
offered the Government a license under the royalty-free 
patents without asking for a grantback which we can, as 
you know, require. Although the Government controls a 
great many patents, we feel that there is not much risk 
in not getting ome at this time in view of the Government's 
practice to grant licenses om application. Licenses 
granted by the Government can be terminated by it at any 
time but we know of no instance where this has been done. 
As a matter of fact, there does not seem to be any way of 
getting an irrevocable license and we could have refused 
to grant the Government a license in view of the fact that 
they could not grant us ome of the character prescribed 
by the decree, 

The other case is the Sylvania Electric Company. 


Sylvania's major business, as you know, is in the home 
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entertainment field, vacuum tubes and other electronic 
components, lighting equipment and radar and similar 
ecuipment for the Government. They have a fair staff of 
development people and we heve, therefore, attempted in 

the past to work out a cross-license agreement with then. 
They are infringing our patents, especially in the tran- 
sistor field and probably in the vacuum tube field. In 

the past, they have intimated strongly that unless we 

can work out a royalty-free deal for present and futures, 
they would continue to infringe. In other words, they 

place themselves on the same level as RCA, GE and Philco 

in the strength of their development and the probability 

of making an important invention of interest to us. We 

do not, of course, agree with this viewpoint. They had 

asked for licenses under royalty-free patents only. We 

had notified them thet we would require a grantback under 
their present and future patents. Under the decree, we 

can charge reasonable non-discriminatory royalties for our 
future patents and the licensee may charge us reasonable non- 
discriminatory royalties for the use of his patents. We are, 
however, permitted under the decree to shade our standard royalty 
rates applicable to the licenses we grant in return for royaltyr 
free licenses to us or licenses at reduced royalty rates. 


The applicant may insist, however, that full royalties be 
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payable both ways. Very likely Sylvmia will insist on 
this and we may find that this same pattern will be trus 

in the case of Motorola and perhaps others. This will 
affect importantly the kind of license we will ask when 

we are up against this type of a problem. We have in 

the past, in eress-licenses with important companies, been 
able to obtain licenses broadly on a system basis covering 
all our business needs. These licenses grant us rights 

for any kind of station equipment, all carrier, switehing 
and radio equipment, and we have the right to use any patents 
ef the licensee in these equipments. Beeause of our dosinant 
pre-decree patent position, we had little trouble in getting 
these broad licenses on a royalty-free basis. However, if 
we are required to pay royalties for our licenses, the broad 
extent of the system base could result in large royalty 
payments. 

Therefore, in the Sylvania and similar situations, 
we shall have to determine for what kinds of components the 
applicants are likely to aequire a patent position - in the 
case of Sylvania, tubes and semiconductors - and thus limit 
the sise of the royalty base upon which we might be committed 
to pay. There are, of course, some risks in this and 
to do an intelligent job, we will need the advice of the 
Laboratories’ and Western's research and develepment people 
and the patent attermeys to determine the kind of license 
we should bargain for. We still have a very powerful weapon 
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te aid us im getting reyalty-free licenses, i.e., the 
practice which has been established over the years of 
permitting licensees to visit the Laboratories and Shops 
fer discussion of developments of mutual interest falling 
within the scope of their license. This has proved to be 
the most pewerful inventive te our licensees in coming 
to terms. Sylvania has been given to umderstand that, 
if they imsist that reyalties be paid beth ways, they will 
mot get this privilege. 

I have mentioned previously that we are entitled 
te reasonable royalties fer the use of patents issuing 
after the decree. Over the years, we have established a 
seale of royalty rates which are applicable te agreements 
where we receive mo grantbacks ranging from 1/2f te Gf. We 
refer to these as standard rates and they serve also as a 
reference level for discounting or shading rates where ve re- 
ceive grantbacks. The extent of shading depends, of course, 
upom the value we attach to the licenses we receive. So-called 
standaré rates were first established in 1947 and during the 
period frem that date to the decree this schedule of rates, 
with some downward revisions from time to time where cur patent 
position was no longer controlling, has generally been 
acceptable to our licensees. Probably the best test in fair- 
ness of rates is the curreney they have in actual business 
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transactions. Measured by that standard, our pre-decree 

rates were reasonable and, possibly, on the low side taking 

into account the basic kinds of inventions to which our 

licensees have access. However, under the decree we can 

only charge royalties for the use of patents issued after 

the decree.* Hence one of our most pressing problems is 

to establish a scale of royalty rates for licensing our 

future patents, the reasonableness of which we mst show if 

a licensee or applicant under the decree challenges it in 

court. This requires some degree of "gazing into the 

crystal ball." One means we have of doing this is an ap- 

praisal of the applications we now have on file in the Patent 

Office. About 500 of the most important, out of a total of 

2,155 applications, have been examined by Laboratories and. 

Western development people and patent attorneys and evaluations 

of the importance or utility of the inventions has been made. 
In addition to the study of the patent applications, 

the Laboratories, under the direction of W. 0. Baker, 

have prepared a series of reports appraising the direction 

and intensity of their research including some qualitative 

estimates of future patent potential. On the basis of 

these studies, we are in the process of setting up new 

standaré rates. To repeat, this level of rates will 


be used in agreements where we receive no licenses in 


Mention effect on royalty income. 
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return and will serve as a reference point to shade rates 

in the cross-license agreements. It is the latter which 
makes the problem urgent since we can only trade our futures 
for the present and futures of our licensees end we have 

a number of important agreements, as you have seen, under 
negotiation. In eddition, a number of our important present 
cross-licenses will terminate within the next two or three 
years. 

For the next five to ten years our position will 
be substantially weaker than it has been in the immediate 
past when we had available to us such basic inventions as 
feedback, crystal control and transistor circuitrye The 
loss of the latter is probably the most severe blow since 
we had a completely dominating position in any equipment or 
system that used transistors. There is some indication that 
new circuitry veculiar to the diffusion type transistor will 
be invented and its importance will depend, of course, upon 
the importance of the diffusion device. 

The nearer term picture, say the next five years, 
in the areas of wire and radio transmission, data processing 
and computing telephone station apparatus and vacuum tubes, 
we have definitely lost ground. We will recover some of 
our telephone station apparatus position with the advent 
of the electronic switching systems. Our longer term position 
in the wire radio transmission field mey well be outstanding 
irom the standpoint of invention but the commercial value 


ut these inventions will depend on the business feasibility 
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of using microwave techniques for the local plant (long term): 
In the se@iconductor area, we will hold a very good position ' 
if the diffusion process lfves up its expectations. 
Looking at the present types of electro-mechanical switching, 
we probably will not regain our previous position. However, 
in the electronics switching 2rea, there are indicetions 
that we will dominate this field for some time to come. 
In the wire and cable area, we will not anparently suffer 
as much as in others and this position is supported largely 
by Western's inventions in the machinery and process areas. 

The studies that I heve previously mentioned have 
not shown a weakening of invention in the absolute sense 
as much as a weakening relative to the outside world and 
it is this relative position which is expecially important 
in licensing. We lost a commanding position natent-wise 
during a veriod of intense activity in outside comoanies 
and universities which, to a very large extent, sre supvorted 
by Government funds. In the semiconductor, computer and 
data vrocessing areas, which can have direct ‘impact on our 
electronic switching, there is e tremendous amount of activity 
and the aggregate of research and development people engaged 
in it far exceeds our own. 

Fortunately, our bargaining position relative 
to foreign concerns is affected very little since the 
decree places no importent restrictions on us with respect 


to our foreign patents. While such firms as Philips and 
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Ericsson and, to a greater extent ITT, have interests in 
the U.S., their foreign activities are of even greater 
importance and our foreign patents give us a good deal of 
strength in bargaining with then. 
The picture, of course, has some bright aspects. 
From the date of the decree to the first of May, 141 patents 
have issued to us. Several of these patents are of importance 
in the semiconductor area. Of the more than 2,100 Bell 
System aoplications on file, approximately 600 were of 
Western origin and approximately 50 of the 141 patents 
issued since the decree are Western's patents. At the 
present time, Western has 170 applications in the cable 
and wire field. Some important inventions relating to 
Alpeth and Stalpeth cable have not yet issued as patents 
and these, including other inventions covering high speed 
machinery and processes, will give us a strong position. 
This is also true of the plastic insulation field and it 
is expected that we shall have a position comparable to 
that which we held in the continuous vulcanization of wire. 
These remarks indicate that the record of patenting 
in Western comoares very favorably with that of the 
Laboratories. However, the overall picture indicates the 
need for continued aggressiveness in inventing and patenting 
and the Vice President and Chief Pngineer Organization should 
provide strong stimulus in that direction. 


KK 
&/14/86 
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Mr. Harkins. On May 3, 1954, when Messrs. Price and Wood con- 
ferred with Messrs. Brownell and Barnes, did not Mr. Barnes express 
the view that A. T. & T.’s predecree patent position would preclude 
any substantial relief in the patent field, even if a liberal licensing 
policy were to be embodied in a consent disposition of the case? 

Do you recall that document? That is the notes on the Washington 
conference, May 4, 1954. It is already in the record. I can show 
you my copy. This is the notes of the Washington conference, May 4, 
1954, page 3, item No. 6. 

Mr. Moutton. Now may I have the question again? 

Mr. Harkins. My question is this: I will repeat it. Did not Mr. 
Barnes express the view that A. T. & T.’s oiaeuas patent position 
would preclude any substantial relief in the patent field even if a 
liberal licensing policy were to be embodied in a consent disposition 
of the case ? 

Mr. Moutron. No, I do not think so. The document speaks for 
itself. 

Mr. Harkins. You believe it speaks for itself ? 

Mr. Movutrton. I think so. 

Mr. Harkins. Did Mr. Barnes state that a liberal licensing poly 
in a consent decree would be simply “good window dressin 

Mr. Moutrton. No. I think again we can read the provision and 
have it state what it states. 

Mr. Harxrns. I quote from the notes of Washington conference, 
May 4, 1954, page 3: 

Barnes referred several times to “restrictive practices.” The only one he 
mentioned specifically was the use of patents to put Western in the position of 
exclusive supplier. However, when we suggested that a liberal licensing policy 
could be embodied in any disposition of the case, Barnes referred to this as 
“good window dressing” but said it would not do much good because Western 
has already achieved an exclusive position as a result of long-standing patent 
practices and liberal licensing would not permit competitors to “catch up.” 

Is that a correct reading of that? 

Mr. Movtron. It is a correct. reading of it. I do not think that 
Judge Barnes had at that time in mind going to royalty-free licens- 
ing under 8,500 patents. Certainly it had not been expressed at that 
time, and that is not what we meant. by a liberal licensing policy. 

Mr. Harkins. What did you mean by “Liberal licensing policy ¢” 

Mr. Moutron. Generally a policy which would require compulsory 
licensing at reasonable royalties. 

Mr. Harkins. Now would you say that the consent decree does not 
reflect a liberal licensing policy in its patent provisions ¢ 

Mr. Moutron. I would say that “liberal” is hardly the term. I 
would say magnanimous. 

The Cuatrman. I think this is a good spot to stop. I just want to 
make this announcement relative to Dr. Kelly—and you might refer 
this to him, Mr. Moulton. Dr. Kelly may present any statement he 
cares to, to the committee or if he wishes, he has a perfect right to 
appear before the committee. Whatever he wishes to do will be 
acceptable. 

Mr. Cox. We are indebted to you for that opportunity, Mr. Chair- 
man. 
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The CHatrMan. We will adjourn until tomorrow morning at 10 
o’clock. 

(Whereupon, at 4:45 p. m., the committee adjourned to reconvene 
at 10 a.m., Wednesday, April 23, 1958.) 

(The document referred to is as follows :) 
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Technical Information 


As you know, under the decree we are required to 
furnish certain narrowly defined technical information to 
an applicant who is licensed under our patents for the equip- 
ment for which information is requested. Before discussing 
operations since the decree, I will review breifly what our 
practices have been in this area. 


From time to time our Purchasing people recommend 
releases to suppliers to use the information which has been 
furnished them for sale of the products covered by the 
information to others than ourselves. A large number of 
these releases have been granted, including patent licenses 
where patents were involved. 


For many years, we have also furnished for compen- 
sation manufacturing information, including know-how and 
drawings covering machines and tools. The principal products 
involved in this have been wire and cable, quartz crystals, 
carbon deposited resistors, metallized paper condensers and 
similar components. We have about 170 agreements in various 
stages of activity. In the case of agreements covering 
continuous vulcanization, quartz crystals and a few agreements 
covering carbon deposited resistors, we are obligated to 
furnish continuing information. We are proceeding promptly 
to terminate this obligation, subject to what interest we may 
have in using some of these licensees as a source of supply. 
There are about 80 agreements in these categories. In all 
other cases, the information was furnished on a one-shot basis. 
Approximately 1/2 of all our agreements call for continuing 
payments, the others having been negotiated for a lump sum 
payment. Exclusive of payments by Northern Electric Company, 
compensation for technical information has averaged $400,000 
for the past three years. 


The following figures summarizes our obligations 
under the decree with respect to furnishing technical information: 


As you can see, this obligation is quite restricted 
as compared to what we have been voluntarily doing in selected 
areas in the past. Since the decree, we have had approximately 
70 requests for technical information. About half of these 
were dropped by the applicant or were of the character which 
we were not required to furnish under the decree. Some others 
do not qualify as formal requests under the decree and we are 
seeking to clarify the situation with the applicant. With still 








9584 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


others, various organizations of Western are taking a look 
to see if we have any interest in furnishing the requested 
information which, in some cases, goes beyond our obligations 
under the decree. Only two applications have reached the 
stage where the agreements are being drafted. One agreement 
is for drawings for telephone cables requested by Anaconda 
and the other for varistors and thermistors. The remaining 
requests, which I mentioned are still in the preliminary 
stages of negotiation, relate to wire and cable and miscel- 
laneous components. No requests have been received for 
wired equipments. 


So far, the number and character of requests has 
not given us much trouble. Nevertheless, we have been trying 
to anticipate some problems which might arise in the future. 
One of these problemshas to do with a gathering of information 
we would be required to furnish and the establishment of the 
compensation we would be entitled to receive for it. Accord- 
ingly, the Vice President Chief Engineers organization ig in 
the process of having a "dry run" made, having for its purpose 
to uncover the problems of collecting the information and 
editing the drawings and specifications to elimjnate infor- 
mation of the type we are not required to furnish, such as 
that referring to processes, manufacturing standards and the 
like, and also to develop processes for estimating the cost 
billable to the applicant for doing this work. 

oo 


Two equipments were selected for the trial run - 
the step-by-step switch and "0" carrier. In the case of the 
step-by-step switch, about 750 drawing sheets and 60 specifi- 
cations were involved. This required approximately 700 man- 
hours g 500 of which were required to edit, revise and sub- 
stitute drawings and specifications. The trial run on the 
"O" carrier equipment has not been completed but it is estimated 
that 7000 pieces of information will be involved with an 
expenditure of 1500 to 2000 man-hours. 


We do not know, of course, whether requests we will 
get in the future will be typical of these equipments; however, 
the study will disclose a good deal. of data on components, 

for which we might well receive requests. 


In addition to our right to be reimbursed for the 
cost of gathering and reproducing the information, we are also 
entitled to a reasonable proportion of the development expense 
that is properly allocable to the class of equipment. The 
determination of gathering and reproducing is fairly ae - 
forward but the problem of recovering a reasonable proportion 





CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 2585 


e $8 o 


of the development expense is somewhat more complicated. 
Development expense falls in two main categories; one, 
that represented by the development loading rate which is 
intended to recover Western's share of B.T.L. development 
expense and E of M equipment standardization expense, 

and a second category consisting of E of M development 
expense recovered in the standard shop cost. There is a 
committee studying this problem composed of personnel 
representing Sales, Comptroller's, E of M and Patent 
Licensing organizations. 


The general approach of this problem is to 
determine a compensation rate which would be charged on a 
continuing basis and applied to the selling price of the 
licensee's product using the technical information supplied. 
The basis of this is, of course, that we should recover from 
the licensee a fair share of our development expense in the 
same way, if not to the same extent, as we recover in the 
price of our sale to the Bell System. It is the objective 
of this study to determine rates applicable to the various 
product classes but which reflett the fact that the licensee 
would receive a much more limited amount of information than 
that which is generated by Western for the manufacture of 
Bell System products. Some of the obvious deductions from 
B.T.L. expense are those charged for Bell System practices, 
quality assurance, repair practices and the like. The deduc- 
tions from EB of M expense are mainly those concerned with 
such activities as development of processes and facilities 
for manufacture, wage practices, plant and factory engineering 
and the like. 


While the study is not complete, the indications 
are that the rate of recovery from a licensee will be between 
1/3 and 1/2, depending upon the product classes of the rate 
of recovery- from Bell System sales. It is probably a sound 
approach to-use recovery rates based on the data and method 
used to recover on Bell System sales rather than to recover 
on some arbitrary basis which has no factual foundation. 
However, as you know, some of our product classes brace a 
wide range of products, and a compensation rate applicable 
to a class would not necessarily have to be applicable for 
the purposes of the decree to individual members of the class. 
Therefore, the rates will be used as a guide and modified in 
a particuiar case in accordance with sound engineering and 
business judgment. 


§/21/56 
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vo (1) 


Current Pre Decree Negotiations (Domestic only) 


Patent Agreements 


r 8 


General Electric 
Hughes Aircraft 
General Dynamics 
Sperry-Rand 
Avco 


Cable Agreements 


General Cable 
Phelps Dodge 
J. A. Roebling 
Rome Cable 
Anaconda 
Whitney Blake 


Semi-Conductors 5 Agreements 


Miscellaneous 12 Agreements 


Technical Information Agreements 


Alpeth-Stalpeth General Cable 
Al peth-Stalpeth Anaconda 


Miscellaneous 2 agreements 
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WwW 2 


PATENT LICENSE REQUESTS AND INQUIRIES FROM PRIVATE 


PERSONS RECZIVED § 











A. Applications and Expressions of Definite 
Interest a a 
Domestic Persons 
Small businesses Dee 80 oe 


(less than 500 employees) 


Attorneys or representatives 
(clients unknown) 











Other businesses 20 23 23 

Total Domestic 85 122 127 

Foreign Persons 7 li 12 
4 ceca ee —tF_, 

Total Domestic & Foreign 92 133 139 


B. Casual Request 
vEses + DOUUce te 
(Mainly for 


6O(est) BO(est) 89(est.) 


Hla 


ists of patents) 


C. Total Requests and Inguiries 152 213 228 


5/8/56 
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The technical information required to be 
furnished is that covering equipment made by Western for 
sale to the Bell System and for which applicant is 


licensed. 


We are required only to furnish material specifi- 
cations and manufacturing specifications and drawings cover- 


ing parts, assembly, wiring and test requirements. 


ey We are not required to furnish inrormation on 


tools, machinery, methods, processes, manufacturing layouts, 
quality assurance, installation or maintenance. We are 
not required to furnish any B.T.L. papers, "know-how", consulta- 


tion or similar services. 


We may receive reasonable compensation on a 
non-discriminatory basis for the cost of assembling the 
material and a reasonable proportion of the development 


expense applicable to the class of product with appropriate 


credits to our development expense. 
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IN THE 


United States District Court 


For tHe District or New JERSEY. 


Unirep States or AMERICA, 
Plaintiff, 
v. 


Civil Action No. 17-49. 
Western Exvectretc Company, Incor- 


PORATED, and AMERICAN TELEPHONE 
anpD TELEGRAPH CoMPANY, 
Defendants. 


FINAL JUDGMENT. 


Plaintiff, United States of America, having filed its 
complaint herein on January 14, 1949; the defendants 
having appeared and filed their answer to such complaint 
denying the substantive allegations thereof; and the parties, 
by their attorneys, having severally consented to the entry 
of this Final Judgment without trial or adjudication of any 
issues of fact or law herein and without this Final Judg- 
ment constituting any evidence or admission by any party 
in respect of any such issues; 

Now, tHerrrorr, before any testimony has been taken 
herein, and without trial or adjudication of any issue of 
fact or law herein, and upon the consent of all parties 
hereto, it is hereby 


ORDERED, ADJUDGED AND DECREED AS FOLLOWS: 


¥ 


This Court has jurisdiction of the subject matter herein 
and of all the parties hereto. The complaint states a claim 
upon which relief may be granted against each of the 


Consent both 
parties to 
settle without 
trial 


Final Judgment 
with no adm. 
by either party) 
Important in 
Claims or liti- 
gation here- 
after. Protec- 
tion imp. 


Affirms Court's 
power to enter 
order 
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2 
defendants under Sections 1, 2 and 3 of the Act of Congress 
of July 2, 1890, entitled ‘‘An act to protect trade and com- 
merce against unlawful restraints and monopolies,’’ com 
monly known as the Sherman Act, as amended. 


I] 


For the purposes of this Final Judgment: DEF INE TIONS 
(a) ‘‘Western’’ shall mean the defendant Western a} hl 
Electric Company, Incorporated. where used be- 
cause the req. 
does not in- 
clude subs. 


(b) ‘‘A T & T’’ shall mean the defendant American » 

Telephone and Telegraph Company. 
ec) ‘*Bell Operating Companies’’ shall mean the 22 
rporations listed in Appendix A attached to this Final 
Judgment, any other subsidiaries of the defendants 


engaged in furnishing common carrier communications ser 
es and the respective subsidiaries of and successors to 

1 f the foregoing. 
i ‘Companies of the Bell System’’ shall mean 
4 T & T, Western, their subsidiaries and the Bell Operat 


g¢ Companies, 


(e) **Westrex’’ shall mean Westrex Corporation, a 


Velaware corporation. 


f) ‘‘Patents’’ shall mean United States letters patent * 
Steeescntee accseeeeeeen eas See 
nt fo the referer to foreign patents in Section 
t 2\ 
(zr) ‘*Bell System patents’’ shall mean patents owned # 
ntrolled bv either of t] fendants or anv of their 
i} liaries. and natents on inventions made in the course 


> their emplovment by emplovees of defendants and their 
} 


idiaries (other tha 


n emnplovees of subsidiaries exclu 


sively engaged in the performance of contracts with the 


{Ft ] 


} 1 
to ac re il h, aeveionmen or other 


7 
employe d 


. 2 . , . 
nventive work, subiect to anv re ases of 1 t to sue! 
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shall include patents of others under which and to the 
extent to which either of the defendants or any of their 


subsidiaries may have the right to grant licenses. } Basic to sever- 


(h) ‘‘Equipment’’ shall mean apparatus, systems, al req. 
materials, supplies, machines, tools and any other product. 
basic to entire 


(i) ‘*Common carrier communications services’’ shall decree 


mean communications services and facilities, other than 
message telegram service, the charges for which are sub- 
ject to public regulation under the Communications Act of 1. All FCC 
1934, or any amendment thereof, or would be subject to such covered OK 
: 2. Also other 
serv. furnhd 
that would 
be FCC REG if 


, : 73 ; ; in interstate 
ject to regulation under existing or future laws of any state, com. IOWA-TEX. 


territory, or the District of Columbia, but only in the juris- 3.Aare or become 
diction or jurisdictions in which the charges for such ser- Reg.in states- 
vice or facility are subject to regulation. Only in State 
where Reg. 


regulation thereunder if such a service or facility were 
furnished in interstate commerce; and shall also include 
any communications service or facility, other than message 
telegram service, the charges for which are or become sub 


(j) ‘‘Associated companies’’ shall mean, as to defend- 
ants, the Companies of the Bell System, and as to any 
applicant, its subsidiaries. 


’ 


(k) ‘*Person’’ means any individual, partnership, cor- 
ration, association, firm, trustee or other legal entity. 


‘‘Message telegram service’’ shall mean the elec- 
trical transmission by a common carrier of a message pre- 
sented to it at one of its public offices in written form or, if Means W.U. 
presented orally, reduced to written form by the carrier 
and delivered by the carrier to the addressee in written 
form or, if orally, by a reading of the written message by 
the carrier. 

m) ‘‘B-2 agreements’”’ shall mean the license agree- + 
ments dated July 1, 1932, made by either or both of the 
defendants with General Electric Company, Radio Corpo 
ration of America, and Westinghouse Electric Corporation, 
or any of them, and all agreements supplementary thereto, 
and ‘‘other parties to the B-2 agreements’’ shall mean said 
companies, their subsidiaries, successors and assigns 
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Binding 
/ 


rr 


Tit. 


The provisions of this Final Judgment, applicable to 
a defendant, shall be binding upon said defendant, its 
officers, agents, servants, employees, and attorneys, and 
upon those persons in active concert or participation with 
said defendant who receive actual notice of this Final 
Judgment by personal service or otherwise. 


ESP EC Fiz y PERTINENT T0WE—4+1y 


YW" 


(A) The defendants are each enjoined and restrained 
from commencing, and after three (3) years from the date 
of this Final Judgment from continuing, directly or indi- 
rectly, to manufacture for sale or lease any equipment 
which is of a type not sold or leased or intended to be sold 
or leased to Companies of the Bell System, for use in fur- 
nishing common carrier_ communications seryices, except 
equipment used in the manufacture or installation of equip- 
ment which is of a type so sold or leased or intended to 
be so sold or leased; provided, however, that this Section 
shall not apply to the artificial larynx, by-products of 
reclamation of scrap, or equipment manufactured for the 
plaintiff, or for plaintiff’s prime or sub-contractors for the 
performance of contracts with plaintiff or sub-contracts 
thereunder. 


(B) After three (3) years from the date of this Final 
Judgment, the defendant Western is enjoined and restrained 
from engaging, either directly or indirectly, in any busi- 
ness not of a character or type engaged in by Western or 
its subsidiaries for Companies of the Bell System, other 
than (1) businesses in which defendant A T & T may engage 
under Section V hereof, (2) businesses in which Western 
is required to engage under this Final Judgment, and (3) 
any business engaged in for the plaintiff or any agency 
thereof. 


AFTER 3 
OUT OF ANY BU 
NOT FOR BS COS 
except: 


Any bus. 


—aK«9 lation 


& as/e 


x 


No new starts now 
an 
After 8s no 
Arsen pee 
any Eqpt. not 
a type sold, 
leased or in- 
tended to be 
sold or leased 
to Bell Cos.for 
ccc Services 
(others OK) 
OK Mfg our. needs 
&. Syst.needs in 
tools,mach.test. 
etc. 
Nassau OK 
Govt OK 
Leaves in. posi- 
to do B.s. job 
as now or need 
in future 


BY 


Bus. Ox for Cos 
is OK for WE 
for 
Govt. OK 


BTL-Pur . Dist .O« 


Kea | ef~est on ME 
‘ Drec. ™Y TR DiseAXtcH 


2. Sal 


Westen 
4 Teletyparctar 


Cpe : 
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Fair Price 

(C) No sale of any subsidiary or assets made neces- Reasonable terms 
sary by this Section IV need be made otherwise than at a 
fair price and on reasonable terms nor shall it be made Approval of Court 
except to a person approved this Court. Defendants 
may apply to this Court for as Una of the time estab- a A 
lished by this Section 1V, wpon notice to the plaintiff, 6 seine 
and such extension may be granted upon a showing of 
good cause therefor. = 


— i, 6 re. 
ma £ : \ zs stric to 
Sanh CCC Serv. but 
The defendant A T & T is enjoined and restrained from May do or furn 
1.Serv.Fac .to 


engaging, either directly, or indirectly through its subsidi- 


aries other than Western and Western’s subsidiaries, in Govt. 
any business other than the furnishing of common carrier 2-Euperinent- 
communications services ; provided, however, that this Sec- est Dev.new 


tion V shall not apply to (a) furnishing services or facili CCC serv. 


- for the plaintiff or any agency thereof, (b) experiments 3.Cts. to other 
or the purpose of testing or developing new common CC Cariers 
carrier communications services, (c) furnishing circuits to 4& por 5 yrs not 
other communications common carriers, (d) for a period after 

of five (5) years from the date of this Final Judgment, Lease or Mtce. 
leasing and maintaining facilities for private communica- fac for private 
tions systems, the charges for which are not subject to Comm .Serv.un- 
public regulation, to persons who are lessees from defend- less Chgs. are 
ants or their subsidiaries of such systems forty-five (45) Te late cl 

days after the date of this Final Judgment, (e) directory $6.5 M Rev.30 m 
advertising, (f) advice or assistance to other communica- Inv. 1200 cust. 


tions common carriers, or (g) businesses or services inci- 5 hieeste - 
dental to the furnishing by A T & T or such subsidiaries etc fy apy. 
of common carrier communications services. (SENE & Cas OK) 

on 

{ VI.) \ 

remap 


The defendants are each enjoined and restrained from 
making or performing, directly or indirectly, any contract WE may pot be 
or agreement with any person whereby either defendant ist. for others 
or its subsidiaries will have any right in any territory tc WE 


act as distributor of any equipment manufactured or sole ee ee — 


its products 


(contd .over) 
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by such person, or whereby such person will have anyOKX'S WE Purcha i 


exclusive right in any territory to act as distributor of any 
equipment manufactured or sold by either defendant or its 
subsidiaries; provided, however, that this Section shall not 


for sale or lease’ 
to Bell Cos.or 
Govt. 


OK's Westrex distr 


prevent the defendants or their subsidiaries from buying to Dom.& For 


any equipment for sale or lease to, or supplying any equip- 


Sound Studios 


ment to, the defendants’ associated companies or the plain-QK's WE sale of .su 


tiff, or prevent Westrex and its subsidiaries from acting 
as distributor to sound recording studios or outside the 
United States, nor shall this Section be deemed to prevent 
the disposition in any channels of trade of any equipment 
originally acquired for sale to defendants’ associated com- 
panies or to the plaintiff. 


VII, 


The defendants are each enjoined and restrained from 
making, performing or enforcing, directly or indirectly, any 
contract or agreement with any independent telephone 
operating company under which such company is required 
to buy any equipment from them (but this shall not apply 
to any specific purchase order or to any specific contract 
for the purchase of operating plant), or with any purchaser 
to limit, fix or control the prices to be charged by such pur. 
chaser on the resale of any equipment. 


VIIL: 


The defendants are each enjoined and restrained from 


plus, obsolet 
subpar prod.E.. 
intended for Govt 
‘or BS 


c 


CONTRACT OR 


buy WE eqpt. on 
continuing basis 
(OK SPECIFIC CASE 

i.e. inter-conn 


ete 
Fix resale price 


acquiring, directly or indirectly, any person engaged in AT&T or WE cannot 


the manufacture, distribution or sale of equipment useful 
in furnishing common carrier communications services, 
either by acquisition of securities thereof or by acquisition 
of its assets. 
Nothing in 
prohihit: 


this Section VIII shall be construed to 


(a) acquisition by either defendant of all or part of the 
securities or assets of its subsidiaries; 


buy any Co. 1 Miff 
Distr. or sal of 
eqpt. useful in 
ccc. Serv. 


AT&T or WE can re- 
shuffle subs. 
creating new. 
absorption of 
pres. subs. OK 








CONSENT 


«090 current real 
-Diff. with FCC or 
UC. Qtly re- 

(ports. All Chgs 
BUT 
some items to look 
at carefully 
Bulletin, 
Inventory 
Classes ,etc. 


Doing now but 
this compels 


Se~ious Chg. 
F  alty intended 
fo. B-2 Agrmts. 
. Sub-lic. 
.. DividedFields 
3. Infringment 
sub-rights 
etc 
Clean since 1948 
at least 
+. M WE some day? 
\v More 
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(b) formation of subsidiaries by either defendant and 
the transfer thereto of assets of either or of other sub- 
sidiaries of either; 


(c) application to this Court, upon notice to the plain- 
tiff, for permission to acquire the securities or assets of a 
person engaged in such manufacture, distribution or sale, 
which may be granted upon a showing that the effect of 
such acquisition will not be substantially to lessen compe- 
tition or to tend to create a monopoly. 


Ix. 


Western is ordered and directed to maintain cost 


accounting methods that conform with such accountin? - 


principles as may be generally accepted and that afford a 
valid basis, taking into account the magnitude and com- 
plexity of the manufacturing operations involved, for deter- 
mining the cost to Western of equipment sold to A T & T 
and Bell Operating Companies for use by them in far- 
nishing common carrier communications services. 


$ involved- ——_ABig job 
Trading Pos. , x) Careful atten. 
S Organization 
STi th FORC/ 2H 


(A) The defendants are eac ordered and directed to 
grant or cause to be granted,Ao any applicapt who shall 
make written application therefor at any time or from time 
to time, non-exclusive licenses under all claims of any, some 
or all existing and future Bell System patents to make, 
have made, use, lease and sell any or all equipment as 
desired by the applicant, such licenses (1) to be royalty- 
free, to persons other than the other parties to the B-2 
agreements, under all Bell System patents (other than 
patents of Teletypesetter Corporation) issued prior to 
the date of this Final Judgment, under which licenses or 
sublicensing rights were exchanged between the defendants 
and such other parties to the B-2 agreements, (2) to be at 
reasonable royalties to the other parties to the B-2 agree- 
ments under the aforesaid patents, except that such licenses 

4 .Rea.roy. on all 
other pats. (400) 
& On all future 

Plus 


> Rea -Foy.on B-2 
S.w A,GE 
WH unless they 

reciprocate free 


Contd. next pg. 








ESCAPE: 
PERMISSION OF 
COURT BY APPLI- 
cation 

IF 
PARTIES SEEK 
EXCEPTION 


WE oe TO 
COR Kectgmeth 
that 


Conform to 
Generally ac- 
cepted Acctg. 
Principles 
Afford 
A valid basis 
for costs of 
eqpt. sold to 
Cos. for CCC Ser. 
Taking Acct.of 

= 1. of 
: r. 
involve 


X, XI ,XTI, XIII 
fatent Licensing 


lice 


i. 


al sristise 
To make , have 


made, use,lease 


or sell any or 
all eqpt. 


2. 


000 t.inv. 
. F on 
a Patents is- 


sued prior to 
date of dec. and 
Which were subj. 
to licenses or 
sub-l. rights 
under B-2 


8,600 pete .inv. 
B 


inal 
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shall be royalty-free to any such other party during any 
period for which licenses granted by it to the defendants 
or either of them, of the scope and character which the 
defendants may require it to grant to them pursuant to 
this Section X (A), shall be royalty-free under all patents 
issued prior to the date of this Final Judgment under 
which, and to the extent to which, such other party or its 
associated companies may have the right to grant licenses, 
and (3) to be at reasonable royalties to all persons under 
all other existing and future Bell System patents; but upon 
condition that the applicant sball grant to defendants at 
reasonable royaltics licenses to make, have made, use, lease 
and sell such equipment useful in furnishing common car- 
ricr communications services and such machines, tools and 
materials useful in manufacturing or operating any such 
equipment, as defendants may then designate in writing, 
under all claims of any or all existing and future patents 
under whieh, and to the extent to which, the applicant or 
its associated companies may have the right to grant 
licenses. Except with the consent of the grantor of any 
license hereunder, no such license shall be under patents 
on inventions made more than five (5) years after the 
effective date of the license, but the applicant may make 
successive applications for licenses. Each grant of a 
license hereunder shall be for the unexpired terms of the 
patents under which such license is granted, or for such 
lesser period as the grantee shall elect, and shall include 
the right to sublicense the grantee’s associated companies 
for so long as they remain associated companies. 

The provisions of this subsection (A) requiring the 
defendants to grant royalty-free licenses under certain 
patents shall not be deemed to constitute a finding, deter- 
mination or admission that such patents are without value 
or that the defendants are not entitled to full damages and 
an injunction in the case of infringement of any such 
patent by any unlicensed person, 


(B) Upon receipt of a written request for a license 
under the provisions of this Section, the defendant to whom 


Condition to 
our granting 
lic. shall be 
1 .Grantbacks 

in our field 
at rea.roy 
2.No right to 
demand futures 
more than 5yrs 
ahead 


3.Each grant for 
Life of pat.or 

less if grantee 
insists 


4 Royalty-free 
does not lessen 


value or right 
to sue 


MAYBE! 


— 
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such request is addressed shall advise the applicant in writ- 

ing of the royalty, if applicable, which it deems reasonable 

therefor, and also of such licenses as defendants may 

specify under subsection (A) above. If the parties are 

unable to agree within ninety (90) days upon reasonable 

royalties or any other terms, the applicant or such defend- 

ant may apply to this Court for the determination of reason- court appeal on 
able royalties and other terms, and the defendants shall, Bea hoy | if dis- 
upon filing or receipt of notice of the filing of such appli. PUtE & ter 90 
cation to this Court, promptly give notice thereof to days 

the oe .: In ra oe eae Painter of 1.Burden of 
proof sha on t e defendant to es 18 e reason- proof on WE 
ableness of royalties or other terms requested by it, 


2.Ct. may f 
and on the applicant to establish the reasonableness Seeuenain cas 


of royalties or other terms requested by the applicant. 3.If Ct. fixes 


Pending final determination of the foregoing, the appli- Interim Rates 
cant or said defendant may apply to this Court to fix & 
interim royalty rates and other interim terms and con- if applic.ac- 


ditions. If this Court fixes such interim rates, terms and cepts & pays 
conditions, such defendant shall then tender and the appli- OK 

cant may then accept an agreement under which licenses If not, dis- 
shall be granted, in accordance with such interim determi- missed 

nation, providing for the periodic payment of royalties, if 

applicable, at such interim rates for any manufacture, use, 

or sale under the patents involved. If the applicant fails 

to accept such license agreement or fails to pay interim 

royalties in accordance therewith such action shall be 

grounds for the dismissal of his application. 


(C) The defendants are each enjoined and restrained Licenses shall 
from including in any license granted by them any restric- be: 
tion or condition whatsoever limiting the exercise of the Nonm-excl. 
rights granted thereby except that the license may be NoOn-restr.but 
personal and non-transferable and may be conditioned on may be: 
(1) payment of a reasonable royalty, if applicable, which sie on: 
shall be_non- -discriminatory as between licensees whose -Zersonal & non- 


Scie tr 
licenses are grante ed subsequent to the date of this Final cbaaenna aan 
Judgment, other than defendants’ associated companies, nondiscr.roy . 


but the royalty provisions of agreements under which where provided 
for 
BUT 


(over - next pg. 
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Important to 
avoid Shift and 
ducking 


licenses are exchanged and royalties are adjusted or 
eliminated to reflect a bona fide estimate of the values of 
such licenses shall not be deemed to discriminate between 
licensees, nor shall the bona fide compromise of claims for 
accrued royalty be deemed to be discriminatory, (2) sub 
jection, to any grant of licenses and rights by applicant to 
the defendants, of patents of any company of which appli 
cant is a subsidiary and subsidiaries of any such company 
and of patents.on inventions made in the course of their 
employment, after the effective date of the license agree- 
ment, by employees of any such company, applicant or any 
of its subsidiaries employed to do research, development or 
other inventive work, and (3) such other terms as this 
Court shall approve upon application by the defendants 
and notice to the plaintiff. If the applicant shall so request, 


any agreement in which licenses are exchanged between 


applicant and defendants shall fix a reasonable royalty for 
each license, where applicable, rather than providing for 
the adjustment or elimination of royalties 


(D) Each license agreement executed pursuant to this 


Section X shall contain, if the licensor so requests, reason 


able provisions requiring the licensee to keep records, sub 
ive appropriate license not 


and for periodic inspection of the books and rec« 


mit royalty statements and g ces, 


yrds of the 
any 


licensee by an independent auditor or person accept 


able to the licensee. 

(E) Each license agreement executed pursuant to tl 
Section X shall provide 

(1) That the licensee upon giving written not to the 


licensor may cancel any such license rany specified equip 


ment, but subject to paying accrued royalties 
(2) If any licensee requests, that such licensee may at 
any time surrender its license under any specified patent 
yr patents identified by number by written notice t th 
ensor, but subject to paying accrued royalt If any 
licensee requests, the licens¢ ment shall I 1 


JUSTICE 


3 .Roy .Wwashing 
crm. i ase 


on bona-fide 
value 7A 

nor 
compromise of 
claims 


4.May req. as 
cond. of lic: 
hat appli. 
nel. in grant- 

backs patents 
of subs. or 
parent & its. 
subs. PLUS 


Employees en- 
gaged in re- 
search & devip. 
by any of thes” 


Records & Audits 


Licensee may 
Cancel any part 
any time 


Surrender eve,, 

1 patent & rene- 
gotiate net pay- 
ments. 
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that upon such surrender the royalty rates shall be rene- 
gotiated if requested by the licensee in writing, and if there 
is a material difference between the reasonable value of 
the licenses granted to such licensee, including the patents 
affected by such surrender, and the reasonable value of 
such licenses without such patents, then such rates shall 
be reduced by an amount representing such difference. In 
event of disagreement reduction should be 
allowed or the amount thereof, the matter may be deter- 
mined in the manner set forth in subsection (B) of this 
Section X. 


whether a 


(3) If any licensee requests, a royalty-free grant of 


immunity under all foreign patents owned or controlled by . 
the licensor or its subsidiaries relating to the sale or use™ 


abroad of equipment manufactured under the license 


granted pursuant to this Section X. 


(F) Each licensee of either defendant under a license 
agreement in effect at the date of this Final Judgment may 
cancel any licenses granted to it and its associated com 
panies agreement written to the 
licensor which shall terminate the obligation to pay royalty 


under such by notice 
under the license agreement with respect to any equipment 
not manufactured, sold, leased or put into use under such 
licenses prior to such notice. 
the date of this Final Judgment, defendants shall mail a 


copy of the provisions of this Section X to all such existing 


Within sixty (60) days from 


licensees. me 

(G) The defendants are each enjoined and restrained, 
except where this Court upon application by a defendant 
‘e to the plaintiff shall fir 


from directly or indirectly 


and noti d good cause therefor, 


(1) acquiring any license, grant of immunity or similar 
t under patents unless sueli license, grant of immunity 
) sin ir right ha he non-¢ lusive 
?) disposit ( i patent rr rights th ereunder, so 
to deprive d lants of the power to grant or cause to 


If roy.free on 
U.S. patent 

Ban 
export & demand 
royalty-free OK 
for pat. on same 


Copy of decree 
to all licensees 
in 60 days. 

Fsany licensee 

may cancel 
licenses to it 
& reapply 

(Not to us) 


WE or AT&T can- 
not acquire; 
Non-excl .rights 
or grant of 
immunity 


Cannot sell pats. 
or rights 


to avoid compli- 


ance 
UNLESS 


(over next pg.) 
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Means new prac- 
tice on Empl. 
releases 


Disposed of on 
condition t : 
ia feree complies 

be granted licenses as required under this Section X unless Aas 
it be a condition of such disposition that the transferee 
shall observe the provisions of this Section X with respect 
to the patents and rights so acquired and shall file with this 
Court, prior to such disposition, an undertaking to thisxcepts: 
effect ; provided, however, that this subsection (G) (2) shalll. Govt. 
not be deemed to apply to (a) any transfer of patents or2. Disclaimer,etc 
rights thereunder to the plaintiff or any agency thereof, 
or (b) a disclaimer, or a concession or other grant in inter- 
ference proceedings; or 


Inter.Co. & 
(3) granting or receiving any right to grant sub gubs. 

licenses under patents except to the grantee’s associated 

companies for so long as they remain associated companies. 


XI\ work only 


Western is ordered and directed, upon written request 
. 7 List Jan. 1 
of any person, to furnish to such person a list, prepared as  eg6y yr 
of January 1 of the year in which the request is made, of AVailable unex- 
unexpired patents owned by either defendant or its sub- pired U.S. 
sidiaries, identified with the classification of the United patents 
States Patent Office on the date of issue of such patents. 


— 


xIl. 


se 
The defendants are each enjoined and restrained from spatents. but. nt mare-of 


acquiring, directly or indirectly, title to any patent owned CT, APPEAL IF 

or controlled by any person other than Companies of the UNREA. DEMANDS 
Bell System and employees thereof, except where this 

Court, upon application by either defendant and notice to OK 

the plaintiff, shall find that otherwise the defendant could TO Contract 

not obtain rights under the patent or that the only terms T@S@arch & Devilp. 
upon which the defendant could obtain non-exclusive = acquire such 

licenses under said patent are unreasonable, provided that nventions 

nothing in this Section XII shall be construed to prohibit 

the acquisition of patents on inventions made by other per- 

sons pursuant to any research or development contract with 

any Company of the Bell System. 
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XIII. 


The defendant A T & T is enjoined and restrained from No royalties to 
receiving from the defendant Western any payment of AT&T by WE 
patent royalty in respect of the manufacture, lease or sale 
of equipment by Western to the Bell Operating Companies. 


expect many Inq. ‘ : WE to 
xIvV. 


: . tech.info. 
Need to set up 9° 1.To any appli.if 
OTR. to do) The defendants are each ordered and directed, @-appli is in 


upon written application at any time and from time to time, ae) 

ae to = person domiciled in the United States and b.Eqp Af mgeats. 
not controlled by foreign interests, licensed pursuant to ° ro oS 
Section X of this Final Judgment under any patents of aso or = i 
either of the defendants, technical information relating to 4.Appli.must e . 
equipment specified in such application, to the extent and licensed 

upon the terms hereinafter set forth. 


2 Tech UNFO MEANT 
(B) The technical information so to be furnished shall + -™*8.drwgs .ASpecs 


be information relating to equipment manufactured by ®. that WE has & 
Western for «ale or lease to Bell Operating Companies or 


fur. 
A T & T for which the applicant is licensed pursuant to t relate t 
nterpreta- . re e to 
rdes Section X of this Final Judgment, and shall consist, to the eqpt .mfgd .byWE 
Only WE Tech.Iej. extent that the defendants shall have, and have the legal for sale or — 
(not subs. ) right to furnish, the same, of manufacturing drawings and lease to Bell 
Only Opr.Co. & specifications of the materials and parts comprising such r.co. 
AT&T I. equipment, and manufacturing drawings and specifications ©- t cover 
NOT BTL.) covering the assembly, wiring and acceptance test require- cnieaiieaen & 
ments of such equipment. Astbiy,eeten: 
(C) The defendants are each enjoined and restrained & aocveptance 


test req.of 
such eqpt. 


from including in any agreement, under which technical 
information is furnished pursuant to this Final Judgment, 
any restriction or condition whatsoever limiting the exer- ¢ Non-exc .Non-Lis 
cise of the rights thereby granted to use such information, 
except that the right to use such information may be per- 
sonal and non-transferable and may be conditioned on (1) 
payment of a reasonable charge or charges which shall be 
non-discriminatory as between recipients of such informa- 





REA .CHG. ONSPECKE 
& LICENSED EQPT. 
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OF 


JUSTICE 


Grantbacks to 
tion pursuant to application made hereunder, other than) qmited to cha:-- 


defeudants’ associated companies, (2) the furnishing by an acter & scope we 
applicant to Western, upon payment of a reasonable charge are req. to give. 


or charges therefor, of its own technical information of the 
cbaracter and scope of that furnished by Western, but only 


respecting equipments for which the applicant has licensed Other conditions 
defendants pursuant to Section X of this Final Judgment, Pequire approval 
and (3) such other restrictions and conditions as this Court bY court 


shall approve upon application by either defendant and 
notice to the plaintiff 

Defendants’ obligation to furnish technical information 
in any case shall be subject to such restrictions as may be 
imposed at any time by any department or agency of the 
plaintiff for reasons of national security. 


(D) The reasonable charge or charges permitted by 
subsection (C) of this Section XIV shall be designed to 
reimburse the defendants or the applicant for the cost of 
gathering and reproducing the information furnished and 
for that proportion, if any, of the development expense 
that is reasonable and is properly allocable to the class of 
equipment with respect to which the information is being 
furnished. The amount by which such charge or charges 
collected by defendants shall exceed the cost of gathering 
and reproducing such information shall be credited to the 
development and related engineering expense accounts of 
Western. 


(E) Each agreement under which technical information 
is furnished pursuant to this Final Judgment shall con 
tain, if the party furnishing such information shall so 
request, reasonable provisions requiring the recipient of 
such information to keep records, submit statements 
respecting charges, keep such technical information confi- 
dential, and use such technical information only for manu 
facture pursuant to the license granted to the recipient of 
such information under Section X of this Final Judgment 
and providing for periodic inspection of the books and 
records of such recipient by an independent anditor or any 
person acceptable to such recipient. 


SECURITY 
tions by 


. Govt .recognized 


Rea .Chg.orChgs. 

MEAN: 

1 chg. or con- 
tinuing chgs. 
OK provided 
NOM -DISCRRY . 

a ate cover 

cost o r 

and reproduction” 

pius 

Rea. portion of 


Deva Sing EXE. 
applicable. 


Records - 
Audits 
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(F) A party shall not be deemed, in connection with 
the furnishing of technical information pursuant to this 
Final Judgment, to have given any warranty against 
infringement of patents of others, or any warranty of sac- 
cess in connection with the use of such information. 


(G) In the event of disagreement as to the amount of 
the charge or charges payable under this Section XTV, the 
matter may be determined in the manner set forth in sub- 
section (B) of Section X of this Final Judgment. 
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MO WARRANTY 
against oe 
ment or of 
success 


Disagreements on 
Chgs. to Court 
same as Royalty — 
disputes 


Nothing to undo > 
( xv.) 


No intention & 
(A) The defendants are each enjoined and restrained 


need to do 
Boiler Plate 

from making, performing, enforcing or adhering to any 

contracts or agreements under which fields of manufacture, 
sale or distribution of any equipment are divided with 
others, provided that, subject to other provisions of this 
Final Judgment, an exchange of non-exclusive licenses and 
rights under patents, without more, between the defendants 
and others shall not B& deemed to divide fields of manu- 
facture, sale or distribution of equipment. 


(B) The defendants are each enjoined and restrained 
from performing or enforcing any term or provision of 
any contract or agreement that (1) makes exclusive any 
licenses or other rights under patents, or (2) grants to one 
party the right to sue for infringement of the patents of 
another party. 


(C) The defendants are each enjoined and restrained 
from enforcing any restriction or condition on any licenses 
or other rights under patents granted by either of them, 
that (1) imposes maximum quantity or dollar limitations, 
or (2) restricts sales to designated customers (except where 
sales are limited to subsidiaries, under existing licenses, 
or to the plaintiff), or (3) restricts the price at which 
licensed equipment may be sold 


faking-pertoraing 


enforcing or ad- 
hering to any 
agreeme 


nt 
SION OF F 
8 Div. o 
Fields (only) 


provided for in 
this decree 


SASpSTE LAcEuse 
the right to ue 


under its patents 


No Quantity or. 
Total Sale Fixing 
Restricted sales 
to certain cus- 
tome (ob Or 
or Govt. OK) . 
PRICE LIMIT 
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XVI. 


For the purpose of securing compliance with this Final 
Judgment, duly authorized representatives of the Depart- 
ment of Justice shall, upon written request of the Attorney 


General, or the Assistant Attorney General in charge of the cortene Se : 
Antitrust Division, and on reasonable notice to the prin- t e. 


cipal office of either defendant, be permitted (1) reasonable 
access during the office hours of said defendant to all books, 
ledgers, accounts, correspondence, memoranda and other 
records and documents in the possession or under the con- 
trol of said defendant relating to any matters contained in . 
this Final Judgment and (2) subject to the reasonable * 
convenience of said defendant and without restraint or 
interference from it, to interview officers or employees of 
said defendant, who may have counsel present, regarding 
such matters, and upon request said defendants shall sub- 
mit such written reports as might from time to time be 
reasonably necessary to the enforcement of this Final 
Judgment. No information obtained by the means prc- 
vided in this Section XVI shall be divulged by any rep- 
resentative of the Department of Justice to any person 
other than a duly authorized representative of such Depart- 
ment, except in the course of legal proceedings in which the 
United States is a party for the purpose of securing com- 
pliance with this Final Judgment, or as otherwise required 
by law. 


xVII. 


Jurisdiction is retained for the purpose of enabling any 
of the parties to this Final Judgment to apply to this Court 
at any time for such further orders and directions as may 
be necessary or appropriate for the construction or carry- 
ing out of this Final Judgement, or the modification or 
termination of any of the provisions thereof or for the 
enforcement of compliance therewith or for the punishment 
of violations thereof. Upon any such application by the 


iivise 
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Govt. may »y rea- 
son of substantial 
elimination of 

pub.reg. in a sub- 


Emphasizes basis stantial No. of 


of settlement 


17 sttes of Chgs. 
ee fer CCC Service 
. .VE HARMLESS _ plaintiff, the plaintiff shall be deemed to have made a Reopen Case 
FROM SHERMAN sufficient showing of a change in circumstances warranting 
ANTITRUST ACT appropriate modification of this Final Judgment if it shall Ct.retains juris- 
because: show elimination hereafter, in a substantial number of diction 


IT IS REGULATED states, of public regulation of charges for common carrier Govt can apply 
LEGAL MONOPLY & communications services. 


BECAUSE AND SO Jurisdiction is further retained for the purpose of 
NG THAT CONDI - enabling the plaintiff to apply to this Court at any time, 


E IN S ae te or Without the necessity of showing any change in circum- 
BY STAYING **ances, for orders under this Final Judgment: 
WITHIN (a) requiring sales, at non-discriminatory prices, of 


any telephone equipment manufactured by Western or its 
subsidiaries to independent telephone operating companies, 
or prohibiting or limiting sales of such equipment to such 
companies; and 

(b) requiring that any equipment manufactured by 
Western or its subsidiaries that is used by A T & T or any 


gee time any rea. 
or orders to 


a.WE to sell Tele. 


Eqpt “mig. to 
nd. Cos. at 
Ni - PRICES 


or 
NOT SELL AT ALL 


b. WE to sell 


other than Tel. 
Eqpt. to any 
CCC Co in com- 
petition with 
AT&T or BELL Or. 


Bell Operating Company in furnishing a common carrier CO. Or to 
communications service, other than telephone equipment, AlYOn¢ in Mess- 
shall be sold at non-discriminatory prices to any person law- age Telegram 
fully engaged in furnishing such a service in competition Peto 
with them or in furnishing message telegram service, for pRICES " 


use by such person in furnishing any such service; and 
(c) requiring that A T & T shall, and shall cause its 


MG. BY WE-& SUBS, 


subsidiaries to, continue to lease, to common carriers & USED BY BELL CO. 
engaged in the message telegram business, on reasonable IW CCC SERVICE 
terms, circuits required by such carriers for use in their 


DE 


business, to the extent that such circuits shall be reasonably 
available without further construction. 





Dated: January 24, 1956 
’ c. Require AT&T & 


subs. to con- 
tinue W.U.fac. 
lease on rea. 
terms. 


Tomas F. Meaney 


Really status quo 
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in all these item 

Sales to Ind. 

Sales to others 
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UNLESS SOME ACTIO? 
BY GOVT. TAKES 
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We hereby consent to the making and entry of the 
foregoing Final Judgment: 
For the Plaintiff: 


Srantey N. Barnes 


Attorneys for Plaintiff 


For the Defendants: 


Pitney, Harpin & Warp 


by Waxpron M. Warp, 
a member of the firm 


Attorneys for the Defendants 


For the defendant AMERICAN TELEPHONE AND TELEGRAPH 
CoMPANY 


Horace P. Movutton 


Its Vice President and General Counsel 


For the defendant Western E.ecrric Company, 
INCORPORATED 


Water L. Brown 


Its Vice President and General Counsel 
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APPENDIX A. 


Bell Telephone Company of Nevada 

Illinois Bell Telephone Company 

Indiana Bell Telephone Company 

Michigan Bell Telephone Company 

New England Telephone and Telegraph Company 
New Jersey Bell Telephone Company 

New York Telephone Company 

Northwestern Bell Telephone Company 
Southern Bell Telephone and Telegraph Company 
Southwestern Bell Telephone Company 

The Bell Telephone Company of Pennsylvania 
The Chesapeake and Potomac Telephone Company 


The Chesapeake and Potomac Telephone Company of 
Maryland 


The Chesapeake and Potomac Telephone Company of 
Virginia 

The Chesapeake and Potomac Telephone Company of 
West Virginia 

The Cincinnati & Suburban Bell Telephone Company 

The Diamond State Telephone Company 

The Mountain States Telephone and Telegraph Company 

The Ohio Bell Telephone Company 

The Pacific Telephone and Telegraph Company 

The Southern New England Telephone Company 

Wisconsin Telephone Company 


Pandick Press, Inc., 22 Thames St., New York 6, N. Y¥., U. S. A. 
(9237) 


26086 O—58—pt. 2. vol. 2 15 











2608 CONSENT DECREE PROGRAM 





DEPARTMENT OF JUSTICE 


Third: The numbering and order of the following sections of the judgment 

shall be changed so that— 

Section IX shall become section IV 

Section XI shall become section V 

Section XIII shall become section VI 

Section XIV shall become section VII 

Section X shall become section IX 

Section IV shall become section X 

Section V shall become section XI 

Section VI shall become section XII 

Section XV shall become section XIII 

Section VII shall become section XIV 

Section XII shall become section XV 
and all references to those sections shall be changed to correspond to the new 
numbering. 


JANUARY 9, 1956. 
NOTES ON THE PROPOSED DECREE 


INTRODUCTORY 


The proposed decree is the result of almost two years of negotiations in 
which the Government initially demanded divorcement of Western or that its 
manufacture of equipment for the Bell System be restricted to some percentage 
of the System requirements. There is nothing of that character in the decree 
which is proposed. 

The theory of the decree is that it is legal for Western to remain a part of 
the System and to manufacture the equipment the System uses in furnishing 
communication services that are subject to regulation. Thus, excepting work 
for the Government and other activities that will be noted later, the decree 
restricts A. T. & T. and the operating companies to the furnishing of regulated 
communication services and Western to the manufacture of equipment of a type 
used in furnishing such services and the furnishing of other services for Bell 
System companies. 

For the most part the other provisions of the decree fall into three groups: 
first, provisions relating to patents and technical information; second, provi- 
sions relating to sales of equipment in the independent market and to the 
furnishing of equipment or facilities to concerns in competition with A. T. & T. 
or any Bell Operating Company; and, third, provisions enjoining the making 
of certain types of agreements or doing other things which the complaint al- 
leges we have done in the past. 

Following are the significant features of each of the sections of the decree: 

Section I. This is a standard section in all decrees and merely admits the 
jurisdiction of the Court and the adequacy of the complaint. 

Section II. These definitions are important but, if necessary for understand- 
ing, they can best be referred to in connection with the sections in which the 
defined terms ‘are used. 

Section ITI. This also is a standard provision in all decrees. Its effect is to 
bind those individuals having responsibility for the actions of a defendant to 
carry out the terms of the decree applicable to the defendant, as well as others 
acting with the defendant who have notice of the provisions of the decree. 

Section IV. This section, divided into seven subsections and covering five or 
six pages of the decree, relates to compulsory patent licensing. 

IV (A) requires that we license any applicant under all existing or future 
patents of the System for any equipment. Under patents issued prior to 
the date of the decree, and under which General Electric Company, RCA 
and Westinghouse were licensed under the so-called B—2 agreements entered 
into in 1932, he licenses are to be rovalty free, excent to such other parties 
to the B-2 agreements. Licenses under all patents issued subsequent to 
the date of the decree are to be at reasonable royalties. 

In the cases of such other parties to the B-2 agreements the licenses 
are to be royalty free only if they grant us royalty-free licenses under 
their patents issued prior to the date of the decree. 

In the case of any other applicant, we are entitled to a grantback at 
reasonable royalties for any equipment useful in furnishing common 
carrier communication services, which is defined broadly enough to 
include all equipment we make and sell to the Bell System companies. 
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The provision regarding royalty-free licensing was not agreed to until 
the last minute, when it appeared to be the price of obtaining a decree. 
While it is limited to existing patents involved in the B-2 exchange, for 
practical purposes that means all existing patents. 

IV(B) provides for a Court proceeding to determine any dispute with 
an applicant regarding reasonable royalties or any other provision of an 
agreement with the applicant. 

IV(C) prohibits restrictions or conditions on licenses except as therein 
stated. The payment of a reasonable royalty may be made a condition but 
he royalty must be nondiscriminatory. Here we obtained an exception, 
however, that will allow us to continue our practice of exchanging royalty- 
free licenses or shading royalty rates to reflect the estimated value of 
royalty-free licenses to us. 

I1V(D) provides for the audit of a licensee’s records, and allows the li- 
censee to insist upon an independent auditor. 

IV (E) requires that each license agreement made under the decree shall 
give the licensee the right upon notice to cancel any license for any specified 
equipment, or to surrender its license for any specified patent or patents. 
Upon the surrender of a license under any particular patents, there may be 
a renegotiation of the royalty rate upon a showing that the particular pat- 
ents made a material difference in the value of the license. This subsection 
also provides that each license shall allow the licensee to export to any 
foreign country without having to pay royalty under the patents of the li- 
censor in the foreign country. 

IV (F) allows any existing licensee to terminate its license upon notice. 
This is to allow the existing licensee to apply for a license under the decree. 
However it does not allow the termination of any license granted to us under 
an existing cross-licensing agreement. 

It is not unlikely that some existing licensees will assert the right to 
terminate royalty-free licenses they have granted to us on the ground 
that our agreement to royalty-free licensing under existing patents has 
caused a frustration of their bargain. Our counsel advise that, while 
the strength of this contention will depend upon the circumstances of 
the licensee making the claim, and there will be a degree of danger in 
the case of some licenses, it is their opinion that we should be able to 
defeat any such claim. 

IV (G@) prohibits acquisition of any exclusive license, disposing of patents 
except where the transferee agrees to comply with the provisions of the de- 
cree with respect to licensing, or granting or receiving any sublicensing 
rights except to associated companies. 

Section V requires that Western furnish to any person who requests it a list 
of Bell System patents prepared as of the first of the year showing the U. S. 
Patent Office classification of each. 

Section VI prohibits the acquisition of the title to any patent except with the 
approval of the Court. 

Section VIT relates to the furnishing of technical information. It requires 
Western to furnish to any applicant (other than foreigners or companies con- 
trolled by foreign interests) which is licensed under the decree, manufacturing 
drawings and specifications relating to any licensed equipment that Western 
manufactures for sale to Bell System companies. 

We are allowed to impose reasonable and nondiscriminatory charge or 
charges for such technical information and can insist upon receiving techni- 
cal information from the applicant for a reasonable charge or charges. 

Section VIII prohibits the acquisition of any manufacturer or distributor of 
equipment except with the approval of the Court. 

Section 1X. After three years from the date of the decree, this section will 
restrict Western and its subsidiaries to the manufacture of equipment of a type 
sold to Companies of the Bell System and to engaging in any business of a type 
engaged in for the Companies of the Bell System, except for Government busi- 
ness and the manufacture of the artificial larynx and byproducts of reclamation 
of scrap. 

The only effect of this provision on Western’s present operations will be 
to require that it cease the manufacture of railroad signalling equipment 
and that it dispose of Westrex Corporation and Teletypesetter Corporation 
within the three-year period. The section provides that any sale required to 
comply with its terms need not be made “otherwise than at a fair price and 
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on reasonable terms” and makes provision for extension of the three-year 
period upon application to the Court and a showing of good cause therefor. 

Section X orders Western to maintain cost accounting methods that will con- 
form to standards stated in this section. 

The only recommendation with respect to Western which resulted from 
the telephone investigation in the ’30’s was a request of the FCC for power 
to prescribe cost accounting methods for Western. This power was not 
granted by Congress. It is because of the FCC’s criticism of Western’s cost 
accounting at that time, that this provision was insisted upon by the 
Department. It is not anticipated that it will cause difficulty. 

Section XI enjoins A. T. & T. and its subsidiaries, other than Western and 
Western’s subsidiaries, from engaging in any business other than the furnishing 
of “common carrier communication services” but expressly excepts from its 
prohibition certain activities in which the System is now engaged that may not 
come within the definition of such services. 

The only present activity that this section prohibits is the leasing and 
maintaining of facilities for private communications systems the charges 
for which are not subject to regulation. System companies may continue 
for five years to lease and maintain such facilities for persons who are 
lessees forty-five days after the date of the decree, but otherwise the charges 
must be regulated if the System is to furnish such facilities and services. 

Section XII enjoins the making of types of agreements that we have made, or 
the complaint alleges we have made, in the past, but that we do not make today. 

Section XIII prohibits the granting of an exclusive distributorship to any per- 
son for equipment manufactured by Western and prohibits the taking of any 
distributorship for the equipment of any other manufacturer. However, the pro- 
vision specifically recognizes the propriety of Western acting as supplier of 
equipment of others to the Companies of the Bell System and allows Westrex to 
continue distributing abroad and to sound recording studios in this country. 

Section XIV enjoins the making of any agreement with independent telephone 
companies that would require them to buy equipment from Western. 

Section XV enjoins the American Company from receiving any royalty pay- 
ments from Western on account of the manufacture and sale of equipment to the 
Bell operating companies. 

Both Sections XIV and XV enjoin things that have not been done in 
modern times. 

Section XVI is a standard provision in all decrees. It gives the Department of 
Justice the right to examine the books and records of both Western and the 
American Company, to interview their officers and employees and to require 
such written reports as may be reasonably necessary in the enforcement of the 
provisions of the Final Judgment. 

Section XVII. The first sentence of this section is a standard provision in 
all decrees. It allows either the Government or the defendants to apply to the 
Court for the construction of any provision of the Judgment or for the modi- 
fication or termination of any provision. Court decisions make it clear, how- 
ever, that, unless otherwise expressly stated in a decree, its provisions will not 
be modified without a showing of sufficient change of circumstances to warrant 
such action. The other provisions of Section XVII are peculiar to this decree. 
They state the circumstances under which additional orders may be entered 
under this decree. 

The second sentence of the first paragraph of Section XVII reflects the 
fact that this decree is founded on the existence of public regulation of the 
charges for common carrier communication services furnished by the 
Bell System. It says that a showing that such regulation has ceased to 
exist in a substantial number of states would be a sufficient showing of a 
change in circumstances to warrant a modification of the Judgment. 

Since it is hardly conceivable that regulation will be discontinued 
in any substantial number of states, we do not consider this provision, 
which was insisted upon by the Government, as of any significance. 
It is only window dressing. 

The second paragraph of Section XVII provides for three situations in 
which the Government may apply to the Court for additional orders with 
out showing a change in circumstances: 
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Subsection (a) allows an order requiring sales of Western equipment 
to independent telephone operating companies, or the prohibition or limi- 
tation of such sales. 

Subsection (b) allows an order requiring that equipment made by West- 
ern or a subsidiary, other than telephone equipment, that is used by the 
American Company or the operating companies in furnishing a common 
carrier Communication service, shall be sold to a concern furnishing a 
competing service at nondiscriminatory prices. 

Today teletype equipment is used by Western Union to furnish com- 
munication services in competition with the Bell Companies. Any 
such order would require Teletype to continue to supply such equip- 
ment to Western Union at the same price it sells to Bell Companies, 
and would apply to similar situations in the future. 

Subsection (c) allows an order requiring that A. T. & T. and the operating 
companies to continue to lease to Western Union or any other concern 
engaged in the message telegram business, on reasonable terms, the circuits 
they require for use in that business, to the extent such circuits are avail- 
able without further construction 

WHBE. 
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Usual legal phraseology in consent decrees setting forth: 
1. Consent of both parties to settlement without trial 


2. Final Judgment constitutes no admission by either 


party 


Section I 
Usual legal phraseology in consent decrees affirming the 


court's power to enter order 


Definitions generally self-explanatory Ws gg 7 oe 


Section Til 
Usual legal phraseology in consent decrees binding those 


responsible to carry out terms of the decree 
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Yugraph No. IV 
(Page 1) 


owt 7 


Section IV 


Paragraph (A) prohibits Western or A. T. & T. from going 
tout 
into, or after three (3) years from continuing, the Ot 


‘ 
4 


business of manufacturing products of a type not used by my 
Bell System in furnishing common carrier communications 
services except as otherwise indicated. 

Note: Refer to definition (1), “common carrier 


communications services", page 3 of decree 


Paragraph (B) restricts Western, or its subsidiaries, ali obhen 
Qer)84awris. 

after three (3) years from engaging in any business (as et 

distinguished from manufacturing) not of a character or jhe fees 
iw Asatet I, 

rat prot. STi 

except as otherwise indicated in the decree. arehesf a? 

Cawheaw or. 

pheaZre'...%s 6% 


ard 
Pray O40 


~ walkie, 
alte aA 
fet 

(3.%, 


UsS. Peer 


type engaged in for the Bell System or the Government, 


. 
> 
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ra ° 
G2 wit! ¢ re Bepakedt as A eoupe 7 (Page 2) 
evri ye oelre Jf bh ssepia ¢ ee et, 
av tla F seat) Gaba « Ao - Fr “et JL. 


Under Section IV, Western can manufacture: 
1. Anything of a type to be used by Bell System 


in rendering communications services described 


2. anything used in manufacture or installation of 


such equipment 


3. Anything for the Government or its contractors 


or sub-contractors for use on Government orders 


4. the artificial larynx (a contribution to humanity) 


5. Nassau products as heretofore 


6. anything for internal use - not for sale 





Not prohibited from deciding to manufacture things now 
bought for Bell System, but must proceed wisely to avoid 
future complaints. AND 
7. OA wet cate i 
heurtanrta 4-~ 0.5 rete a ns omy 
Littevrall. Na ected IN B.S 


ML. 5 Sv pely Pus an.d 
BuT 


vy over 
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Yuereph Be. IY 
(Page 3) 


Section IV requires that after three (3) years Vestern 
must: 
1. Get out of the manufacture for saje of 
anything not of a type sold or leased 
to the Bell System or Government such 
as train-dispatching equipment (annual | “i. au 
sales around $250,000) 


Mote: An exhaustive survey needs 
to be made to absolutely 


Tq am )4e? assure there is nothing else wtdiins ' 
- 3 ° 


a5? 2. Dispose of Westrex and Teletypesetter if « . a 
¢ a ° 4 m - ‘ 
ie 380 he 2 eke. 
§ AF # they can be sold at a fair price and on SHRueft - S17,000 
- ge ee reasonable terms and have the purchasers 'Sty 10.:,- 3.6% 
we a invectrrest 7 om 
ats approved by the court (to assure no Moo & 
$,000 
a 0 Looe soos ~ US 
1" lessening of competition in these fields) Oe) 08 
\ \ {40 0 ample ott) 
aot 2107 Ur S eknger 
a5 wr 
Oe The three (3) year period may be extended by the court Rovced ~ 


upon the showing of good cause 
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VYugrapbh No. ¥ 


Section V 


Generally restricts Bell System operations to common 
carrier communications services, and incidental 


operations. 


Does not restrict: 


l. services for Government 


2. furnishing circuits to other communication 
companies (Western Union, for example) 


3. directory advertising 


4. rendering advice or assistance to other 
communication companies 


Gives Bell System five years to get out of private 
communications services now rendered (private mobile 
radio, inter-communication systems, etc.), the 


charges for which not subjected to public regulation. 


Hote: Technically, above does not apply 
to Southern New England or 
Cincinnati and Suburban. 
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Yugraph No. VI 


Section VI 


Provides that: 


1. Western will not become distributor of products 


of others 


2. Western will not give anyone exclusive distributor- 


ship for our products 


Exception takes care of: 
1. Our sales (including purchasing and distribution) 


to Bell Companies and to the Government 


2. Westrex continuing to act as distributor to sound 
studios and abroad during period it remains sub- 


sidiary of Western 


3. Freedom to dispose of excess stocks originally 


intended for sale to Bell Companies or Government 


1/23/56 
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Section Vil 


Restrains Western and A.T.& T. from: 
l. requiring independent telephone o 
companies to buy from them on a 
continuing basis 





2. fixing re-sale prices on things .. 
sold 


Note: Is not our practice 
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Vugraph No. VIII 


Section VIII 


Enjoins Western and A. T & T. from acquiring any concern 
engaged in the manufacture, distribution or sale of 


communications equipment 


Exceptions permit: 


1. future corporate reorganizations within the 


Bell System 


2. in special cases acquiring other businesses 
with court approval after showing that effect 
will not substantially lessen competition or 


tend to create a monoply 


1/23/56 
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raph No. 


Section Ix 
Western ordered to maintain cost accounting methods: 
1. consistent with generally accepted accounting 


principles 


2. that afford a valid basis for determining costs, 
taking into account the magnitude and complexity 


of Western's manufacturing operations 


Believe our present accounting system meets the criteria 

described. Our accounting methods are approved each year 

by our outside auditors. They have been endorsed in the 

past by other outside accountants and are generally 

accepted by regulatory commissions. aa 
Curl ntl, r-. Atma h Af far A Ake, beThrer,, 3 Cc. 


iv A R.UCN WE, 
Note: Wording carefully drafted simply to require 


maintaining. We should take a close look at 
some of our practices to make sure that our 
system would stand up if subjected to court 
test, e.g., copper at 20 cents in standard 
costs compared with market of 43-50 cents, 
switchboard equipment lumped into one class 
with aggregate sales of over $200,000,000 


annually, LIFO vs. FIFO, etc. 
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Sections X, XI, X11, XIII and xiv 


J 
se severe limitations on Western's patent licens os 
Impo P mS _yTob |. 
activities and require furnishing technical information 


upon terms set forth. Requires detailed discussions. 


Note: To simplify presentation, skip reading 
these sections and reviewing their intent 
until after covering rest of provisions 


of consent decree 


Then preface by a brief outline of present 
patent licensing policies as a background 
for understanding decree 


(See Appendices I, J, K aA) 
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Section XV 


A general prohibition against sin - more specifically 


against combinations in.restraint of trade: 


1. 


2. 


no agreements to divide markets 
no exclusive licenses unier patents 


no granting of right to sue under patents 
of another party 


no restrictions under patent licenses: 


(a) imposing quantity or dollar limitations 


(b) restricting sales to designated 


customers generally 
(c) establishing prices 


Note: We have no such agreements te-Are | 


(| 


V 
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SECTION AVI 


Usual provision giving Government rights to investigate 


our compliance, 


26086 O 5S pt. 2, vol. 2 16 








9624 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


Vugraph No. XVII 
(Page 1) 


Section XVII 


Common in consent decrees whereby the court retains 
jurisdiction to interpret, modify or terminate any 


provisions and for enforcement of compliance 


Court decisions make it clear, however, that its 
provisions will not be modified without a showing 
of sufficient change of circumstances to warrant 


such action 


Specifically permits modification in remote event 
of elimination of public regulation of operating 


Bell Companies in a substantial number of states 


(continued ) 


1/23/56 
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Vugraph No. XVII 
(Page 2) 


Section XVII further specifically permits future orders, 


without showing of change of circumstances, 


em <Aaés.” 
(a) requiring sales at non-discriminatory prices ene lame. 


to independent telephone operating companies, 18 pombe 
or prohibiting or limiting sales to such 


companies 


(>) requiring sales at non-discriminatory prices 


« ata eon 
to communications carriers competing with Bell ceeld be Ons 
ectent 

System of equipment, other than telephone ee fans 


equipment, used by the Bell Companies 
je 


Note: Requiring either (a) or (b) would seem 


to adversely affect other manufacturers 


(c) requiring Bell System to continue to lease 
circuits on reasonable terms to common carriers 
in the message telegram business to the extent 


that they are reasonably available 


1/23/56 
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Vugraph 4 
¢ p29¢ r 


Outline of Bell System Patent Licensing Policy 


It is the Bell System policy to make available upon reasonable 
terms to all who desire them non-exclusive licenses under its 


patents for any use. 


The major objective of this policy is to obtain non-exclusive 
licenses under the patents of our licensees in order that we 
may be free to design and manufacture the best possible 
equipment. 


We do not grant or receive exclusive licenses, nor do we 

impose customer, use or territorial limitations, nor do we 
‘ 

restrict quantities or dollar amounts of equipment made by 


a licensee. 


We do not grant or receive the right to sublicense third 
parties. We have acquired sublicensing rights under the 

Be2 Agreements with respect to a large number of patents 
owned by RCA and GE. We terminated such rights with respect 
to Westinghouse on 1/1/55. 


(Cc yyaidest } 


1/19/56 
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Vugraph No. 4 
(Page 2) 


Outline of Bell System Patent Licensing Policy 
(continued ) 
Our strong patent position has enabled the System to get 
valuable rights from our licensees royalty-free in exchange 
for rights under Bell System patents, with some royalty 
payments in most cases to balance out relative values. 
Royalty revenues are, however, relatively unimportant 


compared with the primary objective of freedom of design. 


1954 Gross Royalty Revenues - - = $5,300,000 


1954 Royalties retained by Western - - - $2,000,000 
(after split with A. T. & T.) 


In addition to freedom of design, other important consequences 


follow from our licensing policy: 


The amount of patent search to determine 
whether we are infringing the patents of 


others is greatly reduced 


The existence of a cross-license agreement 
permits freedom of scientific liaison with 
our licensees. These mutual privileges are 
regarded by BTL as the most important result 


of cross-licensing. 


1/23/56 
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Vugraph X 
(Page 1) 


SECTION X 


Summary of Patent Licensing Provisions Under the Decree 


Subsection (A) 


The Decree requires that we grant non-exclusive licenses at any 


time in the future to any applicant under all existing and future 


United States patents of the Bell System and an applicant can make 


successive application. 


Bell System patents include all patents which are 
owned by A.T.&T. and its subsidiary operating com- 


panies, BIL, Western and Western's subsidiaries. 


Included are patents which may issue in the future 
for inventions made by employees of any of the 
companies, except Sandia's, who are employed to do 


development or other inventive work. 


Included also are such patents under which we have 
the right to sublicense under the B-2 Agreements. 


As a condition of licensing the applicant, we may require a non- 


exclusive license in return on reasonable terms for any equipment 


useful in furnishing common carrier communication services or 


useful in manufacturing or operating such equipment. 


Note: 


Up to this point the Decree requires us to do no more 
than we have been accustomed to doing. 
( € on t in ved) 


1/19/56 
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Vugraph Wo. X 
(Page 2) 


SECTION X 

continu 
We are required to grant royalty-free licenses to any appli- 
cant under practically all of our patents, except Teletype- 
setter's, which were in force prior to the date of the decree, 
except that we may charge reasonable royalties to the other 
parties to the B-2 Agreements (RCA, GE and Westinghouse) 


under these patents, but not during such time as these 


companies grant us royalty-free licenses. 


We are permitted, however, to charge reasonable royalties 
on patents issuing after the date of the decree and such 
royalties must be non-discriminatory. 

Note: As covered in Subsection (C), if a given 
applicant does not object, we can continue 
our present practice of shading or 
eliminating royalties in consideration of 
the licensee's present or prospective 


patent position. 


It is not required to license patents for inventions made- 
more than 5 years after the date of the agreement. This 
enables us and the licensee to negotiate different 


royalties for future patents at the end of this period. 


1/23/56 
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Vugraph No. X 
(Page 3) 


SECTION X 
Subsection (B) 


Requires Western advising applicants in writing of 
royalty deemed reasonable, and of patents under which 


we want licenses, if any. 


Provides for Court determination of royalties, if 


parties are unable to agree. 


Subsection (Cc) 


Prohibits restrictions limiting rights under licenses 
granted by us except: 


1. Payment of reasonable royalties - non-discriminatory 


2. Grantbacks of licenses under patents of applicant's 


associated companies and their technical staffs 


3. Such other terms as Court may approve on specific 


application 


If applicant requests, reasonable royalties must be fixed 
for each license - instead of "shading" or eliminating 
royalties considering relative present or prospective 


patent positions. 


1/23/56 
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Vugraph Xx 
(Page 4) 


SECTION X 
Subsection (D) 


Administrative provisions in respect to records, audits, 


etc. 


Subsection (&) 


Provides that any licensee can cancel license in whole or 


in part at any time. 


Requires appropriate adjustment in royalty rates in such 
event, with recourse to Court if agreement cannot be 


reached. 
Requires royalty-free grants under foreign patents in the 


event of sale abroad of equipment manufactured under U. S. 


license. 


1/19/56 
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Vugraph X 
(Page 5) 


SECTION X 
Subsection (F) 


Requires us to notify existing licensees within sixty (60) 
days of provisions of Section X. 


Any licensee under any agreement which we have entered into 
prior to the decree can terminate his own licenses. However, 
dhe decree does not terminate the licenses which we have 
received under our present agreements. 


This provision makes available to present licensees, as well 
as to new applicants, royalty-free licenses under practically 


all our present patents. 


This measure deprives us of considerable bargaining power in 
obtaining royalty-free rights, and we may have to pay sub- 
stantial royalties. 


However, since 1947 we have negotiated license agreements with 
the major communication manufacturing companies of the world 
and since the decree does not deprive us of rights, the effect 
of the decree will not be important for a few years. 


1/19/56 
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Vugraph X 
(Page 6) 


SECTION X 
Subsection (G) 


The Decree restrains us from accepting patent rights unless 
they are non-exclusive, from receiving or granting rights 
to sublicense third parties, and from disposing of any 
patents or rights, including releases to employees, unless 


the transferee is committed to observe the provisions of 
the Decree. 


1/19/56 
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Section XI 
(No Vugreph) 


Upon written request, Western directed to furnish 
list as of January 1 of the year involved of unexpired 


patents. 
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SECTION XII 


We are restrained from acquiring patents of others unless 
the terms of a non-exclusive license are unreasonable, 
except patents on inventions made by third parties where 
we have contracted with them to do development work for 


us. 


1/19/56 
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Section XIII 
(No Vugraph) 


A. T. & T. enjoined from receiving any royalty from 


Western on any equipment sold to the Bell Operating 


Companies. 
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Vugraph XIV 
(Page 1) 


TECHNICAL INFORMATION PROV IS IONS 
Subsection (A) 


The decree requires us to furnish specified technical 
information to a domestic patent licensee at any time 
in the future and for all time. 


Note: This is a substantial change in our 
practices; will involve many problems 
which we will want to discuss further 


after finishing review of decree 


1/19/56 
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Vugraph XIV 
(Page 2) 


TECHNICAL INFORMATION PROVISIONS 
Subsection (B) 
We are required only to furnish information respecting all 
equipment made by Western for sale to the Bell System, whether 
or not standardized, for which applicant is licensed. 


Technically this does not require us to furnish information 
on purchased apparatus (KS spec items) or on Teletype equip- 
ment. We will not, however, withhold this information. 


We are required to furnish documentary information only - 
drawings and specifications for materials and parts and 
specifications and drawings covering assembly, wiring and 


test requirements. 


We are not required to keep the applicant up-to-date but 


he can make successive applications and so get improvements. 


We are not required to furnish any information on tools, 
machinery methods, processes, manufacturing layouts or 
quality control, nor design or systems engineering data, 
installation or maintenance instructions. 


We are not required to furnish any BIL papers, "know-how", 


consultation or similar services. 


1/19/56 
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Vugraph XIV 
(Page 3) 


SECTION XIV 
Subsections (C) (D) (&) (F) & (G) 


We may receive reasonable compensation on a non-discriminatory 
basis for the cost of assembling the material and a reasonable 
proportion of the development expense applicable to the class 

of product, with appropriate credits to our development expense. 


The applicant will be required to pay such fees even though 
the equipment is sold to Bell System Companies. 


Applicant must furnish his technical information to Western 


of the same character and scope. 


Includes administrative provisions with respect to records, 


audits, etc. 


In event of disagreement as to charges, provision made for 


recourse to Court. 


1/19/56 
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REGULATORY PROCESSES ADEQUATELY PROTECT THE PUBLIC IMEREST 
IN THR FIELD GF COSNEON CARRIER COOUGMTICATIONS SERVICES, In- 
CLUDING MANUFACTURE BY WESTERN GF BQUIPIENT DESISMED POR 
secu UEE 
(Departuent ef Justice finally cemvineed thet eng 
in Bell ore 


COMPULSORY LICEMSINS TO BE DIRECTED UNDER ALL BELL SYSTEN 
U. S&S. PATENTS AND FURNISHING GF TECHNICAL TBPGRMATION 
REQUIRED - TO PROMOTE COMPETITION IN ELEOTROMICS MARU- 
FACTURILE 

ee ee eee 

es Caen Oe 


TO ASSURE KYVECTIVE BROULATION, WESTERN TO BE SEQUINED TO 
oe SRL OOO RYO CORNELL TO MR OOUNRRS 
ACCOUNTING PRINCIPLES - FOR DETERMINING VALID COSTS OH 
RSE MOOT 
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EFFECT OF CONSENT DECREE ON 


NE « INSTALLATION DIVISION AND AG iTS 
1. U. S- GOV T S_PR AND SUB-CON 
1.1 W. E. MANUFACTURES (Section IV(A)) 
STAND PR - Not affected. 
SPECIALLY DESIGNED. Not affected except apparently could 


not sell other than to U. S. Government, its prime and 
sub-contractors(and Bell if used for common carrier com- 
munications service),even if released and requested to 
do so by Defense Department. 


1.2 SUPPLIES (Sections IV(A) and VI) 


Not affected, assuming our purchases are not made under 
agreements repugnant to Section VI, except right of sale of 
things not made to our specifications is limited to Government 
per se and excludes its prime and sub-contractors. 


Supply items made to our specifications would be (indirect) 
manufactures under IV(A) and could be sold to Government prime 
and sub-contractors. 


1.3 SERVICES (Section IV(B)) 


Not affected unless a narrow construction of "plaintiff or 
any agency thereof" would preclude performing for Government 
@@ prime or sub-contractors services of a character or type 
different from those we perform for Bell companies. 


1.4 AGREEMENTS (Sections VI and VII) 


Not affected as regards either our current purchase orders 
and procurement contracts or our Basic Agreement with Signal 
Corps except that if at end of Section VI words "equipment 
oridinally acquired for sale" excludes anything upon which we 
have performed manufacturing operations, we will have to re- 
vise termination responsibilities under Government contracts 
since we would not be free to sell, as now required, partially 
or completely fabricated material (not purchased as such) and 
not of a type used by the Bell System for permitted purposes. 


QUERY: Would such termination activities qualify as 
a "business" under IV(B)(3). If so - no problem. 
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2. CUS Ss G 
2-1 W. EB. MANUFACTURERS 


For 3 years from date of decree no effect on present prac- 
tices except may not start manufacture for sale of things not 
of a type required by Bell System (except equipment used in 
manufacture or installation of permitted products). After 3 
years prohibited from selling anything not manufactured for 
sale to Bell for permitted use (except equipment used in manu- 
facture or installation of permitted products). This may re- 
quire us to terminate some sales in following areas: 


(a) Components for train dispatching 


(b) Various components for maintenance and repair 
of "specialty products" previously sold. 


Decision on necessary action (after 3 years) in above area 
depends largely on definition of "type" as used in IV(A). 


2.2 SUPPLIES 


Under Section VI no restraints are imposed on our disposal 
of supply items originally acquired for sale to the Bell System 
and the Government. Otherwise the Section limits supply sales 
to the Bell System and the Government except that supply items 
made to our specification are not subject to the limitation 
as being (indirect) manufactures under IV(A). 


The net effect is to restrict us at once from selling non- 
specification supply items to other than Bell and the Govern- 
ment per se. (Government contractors and sub-contractors are 
subject to the restriction). The difficulties of administration 
of this restriction will revolve around establishing what 
constitutes a "specification" and then identifying the items 
involved. See Appendix A. 


2-3 SERVICES 
No affect on basis of present practices. 
2.4 AGREEMENTS (Sections VI and VII) 


We have no agreements under which we act as distributor for 
others except that with Northern Electric under which Northern 
agrees to sell us their products, as available, for our own use 
or for re-sale, in countries other than Canada. While there is 
no specific appointment as a distributor the question arises as 
to whether this agreement should be amended, especially since it 
has no practical value. 
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2-4 (Continued) 


We have no exclusive agreements with anyone covering the 
distribution of our products anywhere. 


QUERY: Could the course of dealings between ourselves 
and Graybar and Northern, since the Graybar and 
Northern agreements were made non-exclusive 
several years ago, be construed to indicate 
that they were still, in fact, exclusive? 


2-5 SALES TO ES, W9 Cc s Cc. 
MAN UFACTURES 


No restriction as long as article is of type solid to 
Bell. Could not sell, even with Government clearance, 
specially designed Government material. (We have had 

a few cases where the Government has released us and we 
have made such sales). 


SUPPLIES 


Same effect as under 2.2. Review of present practices 
will be required in such areas, for instance, as sales 
of non-specification material (safety clothing, office 
supplies, appliances etc.) to company clubs, employees 
etc. 


SERVICES 


No affect unless services of a characterar type not 
engaged in for Bell System are performed at Distributing 
Houses or Merchandise locations for employees or other 
non-Bell customers (such as operation of restaurants, 
cafeterias etc., sale of transportation for personal 
use, theatre tickets etc.). 


AGREEMENTS 


Not affected. 
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February 2, 1956 


APPENDIX A 


I Specifications that include complete manufacturing 
information 


KS 14103L3 Test Set 
For use in locating high resistance 
faults resulting from moisture in 
exchange cable. 


KS 14196 Dry Battery 
For use with cable breakdown test set. 


KS 8456 Carrying Case 
For use with KS 8455 Meter. 


II Specifications covering modifications of a commercial 
product 


KS 8455 L2 Meter . 
Special Weston 564 Volt Ohmmeter 
" Simpson 324 " " 


KS 14510 L5 Volt Ohm Milliommeter 
Intended for measuring a-c « d-c voltages, 
d-c current and resistance valves in 
telephone equipment partiqilarly for 
electronic circuits. 


III Specification that tells a manufacturer what is wanted 
but not how it is to be made (electrical requirements). 


KS 15750 Ll Tube Tester 
To test commercial and W.&. type tubes. 


KS 15512 Oscilloscope 
Intended primarily for wave form monitoring 
on television video circuits. 


IV Specification that freezes what is or has been a 
commercial item. 


KS 14495 Dry Battery 


KS 14581 Rectifier Tube 
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V Specifications which merely specify our marking on 
suppliers commercial ites. 


AT 6860 Screwdrivers 
Cabinet - Regular & Double Grip 


AT 7634 TM Stapler 
For attaching station wire 


KS 15710 Ll Hand Crimping Tool 
To install outer sleeves over wire 
and cable shield braids to make solderless 
shield connectors. 
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Per purpeses ef operating wader the provisicns 
of Seetion IV (A) ef the Cemsent Decree, the Legal Divi- 
sion has agreed that an ites of equipment which is of 
the same general eonstruction and whieh performs the 


game general functions es an item sold to Bell Companies 
should be eonsidered as being “of a type". 


4/18/56 
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G-/ 
CLIFFORD W. SMITH 
pl bd 
oe. 
SKYTOP - MAY 1956 ee ae 
’ . 
- D SENT R hue “thn td Mone “ard 
Swhetaclia vain 


COMMERCIAL PHASES 


BELL BUSINESS 
UNDER SECTION IV OF THE DECREE WESTERN MAY CONTINUE 
OR COMMENCE THE MANUFACTURE FOR SALE OR LEASE TO ANYONE OF THINGS 
OF A TYPE SOLD OR LEASED OR INTENDED FOR SALE OR LEASE TO BELL 
SYSTEM COMPANIES FOR USE IN FURNISHING COMMON CARRIER COMMUNICA- 
TION SERVICES. 
UNDER THE BROAD DEFINITION IN THE DECREE, COMMON 
CARRIER COMMUNICATIONS SERVICES COVER SERVICES OR FACILITIES 
(OTHER THAX MESSAGE TELEGRAM SERVICES) THE CHARGES FOR WHICH: 
ARE SUBJECT TO REGULATION UNDER THE FEDERAL 
COMMUNICATIONS ACT; OR 
EVEN IF PERFORMED WHOLLY IN INTRA-STATE 
COMMERCE, WOULD BE SUBJECT TO FEDERAL 
REGULATION IF PERFORMED IN INTER-STATE 
COMMERCE; OR 


ARE OR BECOME SUBJECT TO REGULATION IN ANY 








2648 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


2. 


STATE, TERRITORY OR THE DISTRICT OF 
COLUMBIA. 
IT IS IMPORTANT TO WESTERN THAT UNDER THE DEFINITION , 
IF A THING SOLD TO A BELL COMPANY IS USED OR INTENDED TO BE USED 
FOR REGULATED PURPOSES IN ANY STATE, TERRITORY OR THE DISTRICT 
OF COLUMBIA, WESTERN IS FREE TO MAKE AND SELL IT TO ANYONE FOR 
USE ANYWHERE FOR ANY PURPOSE. 
THINGS NECESSARY THOUGH INCIDENTAL TO FURNISHING PER- 
MITTED SERVICE ARE INCLUDED. EXAMPLES MIGHT BE: 
“ POWER EQUIPMENT 
OUTSIDE PLANT HARDWARE 
v OP 'S C RS 
LOUDSPEAKERS FOR TELEPHONE OFFICE PUBLIC 
ADDRESS SYSTEMS 
TESTING EQUIPMENT OF ALL KINDS 
WE BELIEVE THAT UNDER THE DEFINITION PRACTICALLY EVERY- 


THING WESTERN MAKES FOR BELL COMPANIES QUALIFIES OR WILL BE 
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3. 
stoeDaan Ie eeplaans vnden (2) Fm 


y apn “thes wert bat- Lar) wilt 
QUALIFIED WITHIN THE 3-YEAR LIMIT. ACCORDINGLY NO IMPORTANT 
CHANGES IN OUR OPERATIONS AS REGARDS BELL COMPANIES APPEAR 
NECESSARY. IT WILL, HOWEVER, BE DESIRABLE IN THE FUTURE TO 
CAREFULLY SCRUTINIZE PROPOSALS TO BEGIN MANUFACTURE OF THINGS 
NOW PURCHASED OR AVAILABLE COMMERCIALLY ABOUT WHICH QUESTIONS 
MIGHT BE RAISED AS TO THEIR QUALIFICATION IN THE SOMEWHAT HAZY 
AREA OF INCIDENTAL TO FURNISHING COMMON CARRIER COMMUNICATIONS 
SERVICE 
EQQEESMENT. EXAMPLES MIGHT BE: 
OFFICE FURNITURE AND EQUIPMENT 
AUTOMOBILES 
RESTAURANT AND CAFETERIA EQUIPMENT AND SUPPLIES 
BUILDING EQUIPMENT (ELECTRICAL FIXTURES, 
LAMPS, ELEVATORS, ETC.) 
ANOTHER AREA TO WHICH WE WILL NO DOUBT GIVE CAREFUL 
ATTENTION IN THE FUTURE IS THE "MAKE OR BUY" DECISION WITH 
RESPECT TO THINGS NOT MERELY INCIDENTAL TO PERFORMING COMMON 


CARRIER COMMUNICATIONS SERVICE WHERE A DECISION TO MAKE RATHER 


THAN TO BUY CANNOT BE JUSTIFIED ON TECHNOLOGICAL GROUNDS AS 





DISTINCT FROM MERELY ECONOMIC GROUNDS. 
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GOVERNMENT BUSINESS 
NO CHANGES REQUIRED IN OUR OPERATIONS AS KEGARDS GOVERN- 
MENT BUSINESS. 
SECTION IV(A) GIVES US THE RIGHT TO MANUFACTURE 
AND SELL ANYTHING TO U.S. GOVERNMENT AND ITS PRIME AND 
SUB-CONTRACTORS. 
SECTION IV(B) GIVES US THE RIGHT TO ENGAGE IN 
ANY KIND OF BUSINESS FOR THE GOVERNMENT OR ANY AGENCY 
THEREOF. 
SECTION VI GIVES US THE RIGHT TO SELL IN ANY 
CHANNEL OF TRADE MATERIALS ORIGINALLY ACQUIRED FOR THE 
GOVERNMENT. THIS LEAVES US FREEDOM OF ACTION IN DISPOSING 


OF SURPLUS MATERIALS UNDER CANCELLED CONTRACTS. 





CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 2651 
; 
le? 


YON - NON - BUS 
UFAC 

ASSUME CAN CLASS AS MANUFACTURES THINGS MADE FOR US 
BY OTHERS TO OUR SPECIFICATIONS (EXCEPT POSSIBLY WHEN SUCH 
SPECIFICATIONS MERELY PRESCRIBE SPECIAL MARKING OR FREEZE 
A COMMERCIAL PRODUCT.) 

DECREE PERMITS US TO SELL TO ANYONE, FOR ANY USE, 
PRODUCTS OF OUR OWN MANUFACTURE THAT WE CAN LEGALLY SELL TO 
BELL, INCLUDING MACHINERY, TOOLS, ETC., USED IN THEIR MANU- 
FACTURE OR INSTALLATION. SAME APPLIES TO THINGS "OF A TYPE® 
SOLD TO BELL. IN AGREEMENT WITH LEGAL DIVISION WE ARE 
OPERATING UNDER FOLLOWING DEFINITION OF "TYPE"; 

"AN ITEM OF EQUIPMENT WHICH IS OF 
THE SAME GENERAL CONSTRUCTION AND WHICH 
PERFORMS THE SAME GENERAL FUNCTIONS AS 
AN ITEM SOLD TO BELL COMPANIES SHOULD BE 
CONSIDERED AS BEING 'OF A TYPE'," 
ONLY CHANGE NOW ANTICIPATED IS GOING OUT OF TRAIN 


DISPATCHING EQUIPMENT BUSINESS SINCE SOME COMPONENTS OF 
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He 


OUR OWN MANUFACTURE OR PURCHASED USED IN TRAIN DISPATCHING 
SYSTEMS ARE NOT SOLD TO NOR OF A TYPE SOLD TO BELL. NOT ) as 
IMPORTANT SINCE WHOLE TRAIN DISPATCHING BUSINESS RUNS LESS 
THAN $200,000 PER ANNUM. 

THERE MAY BE A FEW MINOR COMPONENTS, OTHER THAN TRAIN 
DISPATCHING, THAT WE saRE STILL SELLING FOR MAINTENANCE 
AND REPAIR OF SPECIALTY PRODUCTS WE FORMERLY SOLD ALTHOUGH 
OUR SEARCH HAS NOT YET DISCLOSED ANY SUCH. IF ANY ARE 
FOUND TEEY WOULD BE IN SAME SITUATION AS TRAIN DISPATCHING. 
SUPPLIES 

PRESENT INTERPRETATION OF SECTION VI IS THAT IT CONFINES 
OUR RESALE OF PURCHASED ITEMS (NOT OF OUR OWN DESIGN) TO BELL 
SYSTEM AND GOVERNMENT. THIS WILL REQUIRE US TO CEASE SELLING 
NON-SPECIFICATION SUPPLY ITEMS TO GRAYBAR AND NORTHERN AS 
WELL AS SPECIFICATION SUPPLY ITEMS WHEN SPECIFICATION MERELY 
PRESCRIBES MARKINGS OR FREEZES A SUPPLIER'S COMMERCIAL PRODUCT. 
THIS IS NOT IMPORTANT TO EITHER GRAYBAPR OR NORTHERN. 


IMMEDIATE ACTION REQUIRED SINCE NO 3-YEAR PERIOD INVOLVED. 


(CONT. ) 
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3. 


SERVICES 

NO CHANGE IN OPERATIONS REQUIRED IN NON-BELL AREA 
SINCE WE DO NOT PERFORM ANY SERVICES FOR DISTRIBUTORS OR 
DIRECT SALE CUSTOMERS NOT PERFORMED FOR COMPANIES OF BELL 


SYSTEM (IV(B)). 
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WwW 


be 
SUBSIDIARIES 
UNDER DECREE THEY MAY ENGAGE GENERALLY IN ANY BUSINESS 
OF A CHARACTER OR TYPE THEY WERE ENGAGED IN FOR COMPANIES OF BELL 
SYSTEM AT DATE OF DECREE. ONLY CHANGES REQUIRED APPEAR TO BE: 
TELETYPE: NO CHANGES REQUIRED. 


NASSAU: NO CHANGES REQUIRED. 


MNFRS. JUNCTION RAILWAY: NO CHANGES REQUIRED. 


BELL TELEPHONE LABORATORIES: NO CHANGES REQUIRED. 


WESTREX: MUST DISPOSE OF IT WITHIN 3 YEARS - UNLESS 


‘J af he GIVEN EXTENSION BY COURT - SINCE IT IS NOT ENGAGED 
» hs. © 
"7 po IN BUSINESS FOR BELL SYSTEM. 
dwt bu WHOLLY-OWNED SO NO PROBLEM OF MINORITY 
wr 


INTEREST. MORE THAN 50 INDICATIONS OF INTEREST. 
ISSUING BROCHURE TO TRY TO WEED OUT SERIOUS POSSIB- 
ILITIES. DIFFICULT NEGOTIATION INVOLVING PROBLEMS 
OF PROTECTION OF LONG SERVICE EMPLOYEES, PENSION 
FUNDS, ETC. 

TELETYPESETTER: MUST DISPOSE OF IT WITHIN 3 YEARS. 


SEPARATE CORPORATION WITH MINORITY INTEREST OF ABOUT 
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17% (GANNET NEWSPAPERS). HAD ABOUT 7 EXPRESSIONS 
OF INTEREST THUS FAR WITHOUT MUCH PUBLICITY RE SALE. 


GETTING OUT BROCHURE. 


pin Siwhna = With aut Tham Med wr Lent mt 
: ard Wl ed 3 rent Asibrdtoohs! 


aah iatee ae ee 


~6BOR6 O 5S pt. 2 





CONSENT DECREE PROGRAM OF THE DEPARTMENT 
OF JUSTICE 


WEDNESDAY, APRIL 23, 1948 


House oF REPRESENTATIVES, 
ANTITRUST SUBCOMMITTEE OF THE 
COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10 a. m. in room 346, 
Old House Office Building, Hon. Emanuel Celler (chairman) pre- 
siding. 

Present : Representatives Celler (chairman) , Rodino, Rogers, Holtz- 
man, and McCulloch. 

Also present: Herbert N. Maletz, chief counsel, Kenneth R. Har- 
kins, cocounsel, and Milton Eisenberg, associate counsel. 

The Cuarrman. The meeting will come to order. 


TESTIMONY OF HORACE P. MOULTON, ESQ., VICE PRESIDENT AND 
GENERAL COUNSEL, AMERICAN TELEPHONE & TELEGRAPH CO., 
ACCOMPANIED BY HUGH B. COX, COUNSEL 


Mr. Harkins. Mr. Moulton, it is true, is it not, that the major ob- 
jective of the Bell System’s license policy is to obtain grant backs 
under the patents of its licenses? 

Mr. Moutron. You havea document you are referring to? 

Mr. Harkins. Yes. I am referring to a document entitled, “Final 
Judgment, January 24, 1956, Appendix I.” It is called outline of 
Bell System patent licensing policy. Have you found that document? 

Mr. Moutton. Yes,I have the document. 

The Cuarrman. Did you want to wait until Mr. Cox comes? 

Mr. Mouton. He apparently is delayed in transit, Mr. Chairman. 

The CHarrMANn. Wecan goahead, can't we? 

Mr. Moutton. We can go ahead, yes. 

It seems to me this document speaks for itself. I can add only 
this to it. And I think it is important to understand, that since we 
are in the public communications business, and since it is important 
that we provide the best possible facilities for that service, it is very 
important that we not be impeded by the patents of others: If we 
are impeded by the patents of others, then we may be spending money 
which ultimately goes to the cost of the rate payers to design around 
the patents of others, or where the patents are fundamental we may 
be in a position where we are precluded from providing the type of 
equipment which is best suited for the best and most economic serv- 
ice. Consequently, it is our objective and I would say a major ob- 
jective in connection with the administration of our patents to obtain 
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as broad protection against being impeded by the patents of others 
as is reasonably possible. We think that policy is in the long-range 
public interest, and we make no apology for it. 

Mr. Harkins. This policy of obtaining grantbacks from your li- 
censees was in effect considerably prior to January 24, 1956; is that 
not so? 

Mr. Mouton. Yes. 

Mr. Harxtrns. In fact, I believe your present licensing policy started 
in 1948 sometime, is that true ? 

Mr. Moutton. Well, I believe it was announced and placed on the 
patent register or whatever place you place one of these statements in 
the Patent Office sometime about that time. I believe it was a repre- 
sentation of the policy which we had previously been following, and 
whether there was a specific reference to this particular aspect of our 
policy, I don’t know. 

Mr. Harkins. It is true, is it not, that under the Bell System’s 
patent licensing policy, the revenues obtained from patent license 
royalties are relatively unimportant, in comparison to the objective of 
obtaining grantbacks from the Bell licensees ? 

Mr. Movutron. Again, do you have a document ? 

Mr. Harkins. Yes. The same document, sir, “Appendix I to Re- 
view of Final Judgment.” 

Mr. Movtrton. Relatively, yes, because—let me put it this way. 
Were we unable to obtain licenses under the patents of others, we 
would not be in a position to provide the kind of service that we are 
now providing, so that this is not in terms of relative—necessarily in 
terms of relative monetary values. This compares absolutes in terms 
of service as against monetary values which we receive from our 
licenses. 

Mr. Harkins. Yes. And in this connection, Mr. Chairman, I would 
like to read from the statement of the Bell System's patent licensing 
policy, on page 2, Mr. Moulton: 

Our strong patent position has enabled the system to get valuable rights from 
our licensees royalty free in exchange for rights under Bell System patents, with 
some royalty payments in most cases to balance out relative values. Royalty 
revenues are, however, relatively unimportant compared with the primary ob- 
jective of freedom of design * * *. In addition to freedom of design, other 
important consequences follow from our licensing policy: The amount of patent 
search to determine whether we are infringing the patents of others is greatly 
reduced ; the existence of a cross-license agreement permits freedom of scientific 
liaison with our licensees. These mutual privileges are regarded by BTL as the 
most important result of cross-licensing. 

Is that a correct reading of that? 

Mr. Moutron. Yes, you omitted several royalty figures but I think 
you properly did so. 

Mr. Harxktns. Would you agree that this is an accurate statement 
of A. T. & T. policy? 

Mr. Movtton. Well, I would say this was an accurate statement 
of the consequences of our policy. 

Mr. Harxrns. I take it you have no disagreement with a statement 
that obtaining a grantback is a primary objective of the Bell System’s 
patent policy both before the decree and after the decree ? 

Mr. Moutron. It is one of the primary objectives, for the reasons 
I have stated. 
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(The document referred to is as follows:) 


OUTLINE OF BELL SYSTEM PATENT LICENSING POLICY 


It is the Bell System policy to make available upon reasonable terms to all 
who desire them nonexclusive licenses under its patents for any use. 

The major objective of this policy is to obtain nonexclusive licenses under the 
patents of our licensees in order that we may be free to design and manufacture 
the best possible equipment. 

We do not grant or receive exclusive licenses, nor do we impose customer use 
or territorial limitations. Nor do we restrict quantities or dollar amounts of 
equipment made by a licensee. 

We do not grant or receive the right to sublicense third parties. 

We have acquired sublicensing rights under the B-2 agreements with respect to 
a large number of patents owned by RCA and GE. We terminated such rights 
with respect to Westinghouse on January 1, 1955. 

Our strong patent position has enabled the system to get valuable rights from 
our licensees royalty free in exchange for rights under Bell System patents 
with some royalty payments in most cases to balance out relative values. 
Royalty revenues are, however, relatively unimportant compared with the pri- 
mary objective of freedom of design. 


1954 gross royalty revenues_____-_-___ pee Ry ee Se $5, 300, 000 
1954 net royalties to Western, (after split with As T.. G/T .5- _. 2,000, 000 


In addition to freedom of design. Other important consequences follow from 
our licensing policy 

The amount of pate nt search to determine whether we are infringing the patents 
of others is greatly reduced. 

The existence of a cross-license agreement permits freedom of scientific liaison 
with our licensees. These mutual privileges are regarded by BTL as the most 
important result of cross licensing. 

Mr. Harkins. In that connection and with reference to negotiations 
after the decree, Mr. Chairman, I would refer to two documents. 
Mr. Moulton, do you have the document relative to your negotiations 
with the Government dated March 1, 1956? It is a memorandum 
signed by Mr. Anderson, and it is one of the documents you have 
marked as privileged. Do you have a copy of that doc ument? I can 
show you this one if it is easier. 

Mr. Cox. Is that one of the documents, Mr. Harkins, that you have 
heretofore told us that you were going to mark for identification ? 

Mr. Harxrys. This was marked privileged. This is not being put 
in the record. I just want to have Mr. Moulton refresh his recollec- 
tion. Do you have a copy of it? It is a document dated March 1, 
1956, “Memorandum for File; Re Government Application for a 
Patent License,” and is signed by Mr. H. (. Anderson. 

Mr. Moutton. And your question was / 

Mr. Harkins. My question is, after the decree, was it a primary 
objective of the Bell System to obtain a grantback from licensees 
under the decree ? 

Mr. Movtron. The answer to that is yes in this sense: That our 
absolute need to be permitted to use the patents of others in providing 
communications services was not changed by the decree, and we con- 
tinue to feel that it is extremely important in the public interest that 
we be permitted to obtain the patents of others on the best terms pos- 
sible in order that we not be precluded from giving the public the 
best facilities available as the technology advances. 

Mr. Harkins. At this point would you object, Mr. Moulton, to my 
reading that one sentence at the bottom of paragraph 3? 
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Mr. Cox. We have no objection, Mr. Harkins, except that I should 
like to make it clear that we do not regard ourselves as waiving the 
privilege by permitting the sentence to be read into the record. 

With that understanding—— 

Mr. Harkins. You are not waiving your privilege by this sentence. 
It is really two sentences : 


He [Mr. Kane] explained that our primary interest in our licensing program 
was to obtain grantbacks. 


That has reference to Mr. Kane. 


It was brought out that the consent decree recognized this legitimate interest 
by setting a procedure under which we were entitled to require a grantback in 
connection with any grant of licenses. 


This was in your negotiations with the Government. 

Mr. Chairman, I would like to read a paragraph from a document 
the committee was given by the Department of Defense dated March 
7, 1956. This is a document which was also given to A. T. & T. I be- 
lieve by the Department of Defense. It is Memorandum for the File. 
The subject: “Meeting with representatives of American Telephone 
& Telegraph Co. and Western Electric Co., Inc.” And it refers to a 
meeting held February 29, 1956, in the office of Mr. T. Hayward 
Brown, Chief, Patents Section, Civil Division. It was written by 
Richard W. Pogue, first lieutenant, .JAGC Patents Division. 

In this memorandum of this meeting, Mr. Pogue states: 


Ultimately, the A. T. & T. representatives indicated that the primary objective 
in their request for this meeting was not to permit them more time in renegotiat- 
ing license provisions with their licensees, but to avoid the prejudicial situation 
of a Government license which might decrease their ability to obtan grantbacks 
from Government contractors who presently are nonlicensees under patents 
owned by such contractors. 


I offer this document for the record. 

The CHarrMan. Accepted. 

(The document referred to is as follows :) 

MARCH 7, 1956. 
Memorandum for the file. 
Subject: Meeting with Representatives of American Telephone & Telegraph Co. 
and Western Electric Co., Inc. 

1. At the request of A. T. & T., a meeting was held February 29, 1956, in the 
office of Mr. T. Hayward Brown, Chief, Patents Section, Civil Division, Depart- 
ment of Justice. In attendance were Mr. Brown, Mr. Lawrence Glassman of the 
Signal Corps and Lieutenant Pogue of this office, representing the Government: 
and Mr. Whitfield of A. T. & T., and Messrs. Kane and Anderson of Western 
Electric 

2. The purpose of the meeting was to discuss the request for a government- 
wide license under the Bell System patents made in Mr. Brown's letter to 
A. T. & T., dated February 17, 1956. Mr. Whitfield opened the meeting by inquir- 
ing of Mr. Brown what the Government's purpose was in requesting this license. 
Mr. Brown indicated that the Justice Department had requested the license 
because a good number of procuring services are involved and it would simplify 
administration of the problem for one representative of the Government to ask 
for a single license rather than to have a number of separate requests and also 
create the possibility of multiplicity of licenses with varying terms. The basic 
purpose of the request, he explained, was to protect the Government in its pro- 
curement of items covered by these Bell System patents, and to take advantage of 
the provisions of the consent decree against A. T. & T. entered January 24, 1956. 

3. The companies’ representatives stated that they believed the requested 
license would be unnecessary, since they had already sent letters to most of their 
800 licensees (with whom they have a total of approximately 1,100 licenses) offer- 
ing a grant of a royalty-free license under the patents without the necessity of 
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the licensees making formal application as provided in the decree. These repre- 
sentatives indicated that this would save their companies some administrative 
complications and would also make things easier for the licensees. (Mr. Lane 
later agreed to send Mr. Brown copies of the form letter sent to the licensees. It 
was understood that Mr. Brown would arrange for prompt distribution of some 
of these copies to the other interested Government agencies.) Mr. Brown indi- 
cated that A. T. &. T.’s proposed procedure, while it might meet the Government’s 
needs insofar as procurement from licensed sources is concerned, would not 
cover manufacture by the Government itself (e. g., in arsenals), nor by unli- 
censed sources. The A. T. & T. representative minimized the importance of manu- 
facture by the Government itself, since no infringement claims based on such 
activities have ever been asserted by the companies. 

4. Ultimately, the A. T. & T. representaitves indicated that the primary objec- 
tive in their request for this meeting was not to permit them more time in rene- 
gotiating license provisions with their licenses, but to avoid the prejudicial situa- 
tion of a Government license which might decrease their ability to obtain grant- 
backs from Government contractors who presently are nonlicensees under pat- 
ents owned by such contractors. Mr. Brown noted that on the surface at least, the 
\. T. & T. argument seemed to have some merit, since it would increase the possi- 
bility of the Government, when procuring from A. T. & T. or its subsidiaries, of 
enjoying license rights under patents owned by A. T. & T. competitors. 

5. It was agreed that no final decision on the acceptability of A. T. & T.'s 
approach will be taken on the problem until the services discuss the matter among 
themselves. Mr. Whitfield requested that Mr. Brown send A. T. & T. a letter 
indicating that the Government’s request can be considered to be in suspense. 
The purpose of this request was to avoid any implication that the 90-day time 
limit, which runs against A. T. & T., once an applicant has requested a royalty- 
free license under the terms of the decree, would be operative while the Govern- 
ment considered the problem. Mr. Brown agreed to send such a letter. 

6. Attached to this memorandum is a list, entitled “Bell System Owned United 
States Patents in Force on January 1, 1956,” which A. T. & T. furnished at the 
meeting. The A. T. & T. representatives indicated that they have many more 
copies in case such are needed or desired by the Government. They also indi- 
cated that the patents listed constitute all patents owned by the companies and 
in force on January 1, 1956, except for teletypesetter patents. 

After the meeting, the Government representatives informally discussed the 

T. & T. problem. Some question was raised as to whether A. T. & T.’s pro- 
posal was in keeping with the spirit of the consent decree, and whether there 
would, in fact, be any advantage to the Government in the proposal. 

8. Mr. Glassman will cover a number of other specific points discussed at the 
meeting in a separate memorandum. 

RicHarp W. Poevue, 
First Lieutenant, JAGC, Patents Division. 


Mr. Moutron. I might say in reference to that last document, if I 
might, that of course we did not get any grantbacks from the Gov- 
ernment, 

Mr. Harkins. In the case of the Government, you did not insist 
upon your stand. 

Mr. Moutron. We did not insist upon our stand and we gave them 
royalty-free licenses on all our patents in existence prior to the decree. 

Mr. Harkins. Now it is true, is it not, that since 1947 the Bell Sys- 
tem has negotiated patent license agreements with the major com- 
munications manufacturing companies of the world; is that not so? 

Mr. Moutron. Since 1947? 

Mr. Harkins. Yes. 

Mr. Movtron. I think that would be generally a fair statement. 

Of course, we negotiated them with many other companies, too. 

Mr. Harkins. Yes. 

Now, the majority of these agreements did contain grantbacks to 
A. T.& T., isthat not so? 

Mr. Movtron. I would think that there were some grantbacks in 
most of them; yes. 
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Mr. Harkins. Mr. Moulton, would you refer to page 5 of appendix 
H of Review of Final Judgment? Section X, subsection (F) of the 
decree, permits licensees under license agreements in effect at the 
date of the decree to cancel his licenses. 

However, A. T. & T. interprets this provision as not granting any 
right to terminate the grantbacks A. T. & T. has received under pre- 
decree agreements, is that not so? 

Page 5, appendix H. 

Mr. Movurtron. Under tab H? 

Mr. Harkins. Appendix H to the review of final judgment. 

Mr. Moutton. That is correct. 

Mr. Harxrns. As a result of this interpretation, namely, that the 
decree did not deprive A. T. & T. of its rights under predecree patent 
agreements, the Bell System has concluded that the effect of the 
decree would not be important for a few years; is that not so? 

Mr. Mouton. Would not be important in this sense: Tlat for a 
few years we would not be precluded by the patents of others. You 
see, most of these agreements, as you said, apparently were negotiated 
around 1947 and thereafter. 

Mr. Harkins. Between 1947 and the date of the decree. 

Mr. Moutron. And so I think it is fair to say that all of them 
expire within a few years after the ;udgment, and all this means is 
that so long as these agreements remain in effect, we are not in the 
jeopardy which we will be when these agreements terminate. 

Mr. Harkins. Yes. Until the agreements are terminated by their 
own terms, you will not lose your grantbacks, is that not so? 

Mr. Mouton. That is right. 

Mr. Harxtns. Actually operations under the decree thus far indi- 
cate that A. T. & T. has had little difficulty in keeping the grantbacks 
it had or obtaining new grantbacks from its licensees, isn’t that true ? 

Mr. Mouton. Are you referring to a document ? 

Mr. Harkins. No. 

Mr. Mouton. We have had some difficulty, but I would say, on 
the whole, that we have had pretty good success in obtaining licenses 
under the patents of others where they have been absolutely essential 
to us. I might say this: that I am in no position to compare what 
we have been able to do since the judgment with what we would have 
been able to do had it not been for the judgment, because you will 
understand that, although we are entitled to obtain grantiiedks under 
the judgment from those who wish licenses from us, our bargaining 
power in so doing is greatly weakened by the royalty-free provisions 
of the judgment, because they are entitled to those patents royalty 
free, and we can only insist on a grantback at a reasonable royalty. 
In consequence, if we are doing a balancing of values, we do not have 
the values to put into the pot. If we are not doing a balancing of 
values, we have to pay more net that we otherwise would. 

Mr. Harkins. Yes. But my question was: You have had little 
difficulty in keeping the grantbacks or obtaining new grantbacks 
from your licensees. 

Mr. Moutton. I think I have answered that. 

Mr. Harxrns. Is the answer “Yes”? 

Mr. Movtton. If it is comparative to what it would have been had 
it not been for the decree, I think perhaps we have had a little diffi- 
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culty. We have had quite some difficulty, but, considering all the cir- 
cumstances, I think the thing has worked out, as it should have worked 
out, in the public interest. 

Mr. Harkins. Now, Mr. Moulton, at the request of the committee, 
Mr. Cox has delivered a series of tables relevant to patent-license 
agreements executed by the Bell System during the period of January 
24, 1956, to December 1, 1957. Analysis of these tables shows that the 
Bell System has executed or modified a total of 786 patent licenses 
during this period. Those are exclusive of licenses to Westrex. Of 
these, 62 license agreements relate to royalty-free patents and contain 
no grantback provisions. Is that analysis correct? Do you have 
copies of these statements, sir? 

Mr. Cox. We have copies of the statements, but are those figures 
that appear on the face of the statement ? 

Mr. Harkins. Yes; not on the face of the statement. They appear 
in the table, and I will hand you the table and my analysis on the 
front sheet. 

Mr. Movtton. If you have an analysis that we haven’t seen, we 
accept it, subject to check. 

Mr. Cox. I take it, Mr. Harkins, you have counted these ? 

Mr. Harkrns. Yes, sir. 

Mr. Cox. We will take your count, subject to check. 

Mr. Harkins. Tables 1 and 2 contain no grantbacks, and are li- 
censes for royalty-free patents under the decree; is that not so? The 
2 tables contain a total of 62 patent-license agreements. Rather 
than take the time of counting all this now, would you accept my 
statement ? 

Mr. Cox. We accept it. 

Mr. Movutron. I think, if you are going to put this in the record, it 
all appears here, and I am wondering whether that wouldn’t—we 
supplied this. We do not doubt the—we don’t challenge the accuracy 
of the table itself. 

Mr. Harkins. All right. Analysis also, Mr. Chairman, shows that 
a total of 639 predecree Bell System patent-license agreements, exclu- 
sive of the licenses of Westrex, were modified by A. T. & T.’s letter 
procedures, which amended existing agreements so as to make the 
predecree patents royalty free. 

I take it that all, or a substantial portion, of these predecree license 
agreements that were modified by your procedures so as to make the 
predecree patents involved royalty free, of those 639 agreements, a 
substantial number contained grantbacks; is that not so? That is 
table 7. 

Mr. Mou tron. I just do not know. I assume that there are a sub- 
stantial number. I would not be able to tell you what percentage. 

Mr. Harkins. Could you supply for the record the number of these 
agreements which contained a grantback to A. T. & T.? 

Mr. Cox. Isn’t that a matter simply of counting them from the 
exhibit ? 

Mr. Harxrns. No, sir; you cannot tell from the exhibit. The pre- 
decree license agreements were modified by your letter procedure. 
The specific question is: Will you supply for the record the number 
of those that contain grantbacks for A. T. & T.? 
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(Mr. Moulton subsequently supplied the following :) 

Question. How many of the 639 patent license agreements in existence at the 
date of the final judgment (see table VII of the license agreement tables pre- 
viously furnished the subcommittee’s staff) provided for grantbacks to Western 
Electric Co.? 

Answer. Three hundred and fifty-two. 

Mr. Movttron. We will do that. 

Mr. Harkins. On table 3, you list a total of 85 new license agree- 
ments that include both predec ree and postdecree patents. Of these 
85 license agreements, 42 contain grantbacks, and in only 11 instances 
is A. T. & T. required to pay any royalty on the patent licenses granted 
by the licensee. Would you dispute those figures ? 

Mr. Mouuron. If you have taken them from this table, I certainly 
would not dispute the figures. 

Mr. Harkins. Does it not follow, from this, that it would be 
accurate to say that, as of December 31, 1957, first, the decree has 
not materially ‘prevented A. T. & T. from obtaining grant: wcks from 
its licensees, and that, second, out of a total of 786 patent-license 
agreements, A. T. & T. in only 11 instances has had to agree to pay 
royalties for the licenses it has received ¢ 

Mr. Mouton. You have a characterization at the first part of that 
question. May I have the very first part read, please / 

Mr. Hourzman. May I suggest that we get the first part of that 
question answered and then go to the second ¢ 

Mr. Harkins. May I rephrase the question? Do not these tables 
show that, as of December 31, 1957, the decree has not materially 
prevented A. T. & T. from obtaining grantbacks from its licensees 
according to the Bell System’s policy ? 

Mr. Mounron. No. It is not. The decree provides we may ask 
grantbacks, and insist on them, where an applicant wishes a license 
under our patents. That, of course, does not go to the question of 
the cost to us of the grantbacks in terms of relative values, which is 
affected by the roy alty- free provisions. 

Mr. Harxrns. On the second part of that question, out of a total 
of 786 patent-license agreements, A. T. & T. in only 11 instances has 
had to agree to pay royalties for licenses it has received. 

Mr. Moutton. If the 786 includes those on table 7—does it ? 

Mr. Harkins. Yes. 

Mr. Moctron. I would not know whether—there is no indication 
here as to whether we were paying royalties with reference to that. 

Mr. Harkins. That is not the Peet, Mr. Moulton. Of the 
agreements you 1 have had, in only 11 instances of your new agree- 
ments have you had to pay roy: sities for the licenses. Under pre- 
decree policy, you normally obtained grantbacks roy alty free; is that 
not so? 

Mr. Mouttron. We normally attempted to, but there were instances 
where we did not; we were unable to do. 

Mr. Horrzman. In predecree ? 

Mr. Moutron. Yes; oh, yes 

Mr. Harxrys. Will you supplement the record, Mr. Moulton, to 
show in how many instances, in your predecree patent- licensing 
agreements, A. T. & T. was required to pay royalties on the patents 
it obtained from its licensee ? 
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Mr. Moutron. How many there were that involved royalty-bearing 
grantbacks ? 

Mr. Harkins. Yes. 

(Subsequently Mr. Moulton supplied the following :) 

Twenty-seven. 

These figures show that 55 percent of the predecree agreements contained 
grantbacks of which 7.7 percent were royalty bearing. As of the beginning of 
May 1958 there have been 147 postdecree patent license agreements. Of these 
40, or 27.2 percent, contain grantbacks, 11 of which, or 27.5 percent, are royalty 
bearing. 

The CHairmMan. Have you any rough idea how many there were? 

Mr. Moutron. Honestly, Mr. Chairman, I do not. ‘There are an 
awful lot of agreements here, and I would much rather give it to you as 
Mr. Harkins has suggested. 

The CuHarrMAN. But there is no doubt about the 11? 

Mr. Mouttron. Oh, no, no doubt about those. 

The only difficulty I have is that there is no information on this list, 
and we were not asked to supply it. 

Mr. Harkins. I have now asked you to supply it. Now I want to go 
back to this question of the effect of the decree. Is it not accurate to 
say as of December 31, 1957, the decree has not materially prevented 
A. T. & T. from obtaining grant backs from its licensees according to 
its longstanding patent policy ? 

Mr. Moutron. It has not prevented us from doing so, that is correct. 
The decree provides that we may insist on licensees under the patents 
of others for the reasons that I have stated, and that is that if we are 
unable to do so we cannot give the public service that we are required 
to give as efficiently and as economically as we otherwise could. 

(The tables referred to appear at page 2742.) 

The CuarrmMan. But the complaint wanted to avoid a 
isn’t that right ¢ 

Mr. Moutron. Oh, the complaint did not talk of grantbacks one way 
or the other. 

The CHarrMAN. It was silent on that. 

Mr. Moutrton. Very silent on that. 

The Cuarrman. So the Bell operating companies still maintain, 
shall we say, their dominance in the patent field ? 

Mr. Moutton. No, I do not think we maintain a dominance in the 
patent field at the present. I do not see how we can when we have put 
8,500 patents in the royalty-free category. 

Mr. Chairman, we are still in a position provided we are willing to 
pay the values for it, to get a grantback on equipments or on patents 
which read on equipments useful in providing common-carrier com- 
munications services, and this was clearly in the public interest be- 
cause if we were stopped from doing that, then the telephone system 
in this country might well be blocked by the patents of others and we 
would retrogress. 

This was clearly in the public interest. 

Mr. Horrzman. Mr. Moulton, would you say that you maintained 
your dominance, whatever it may be, postdecree substantially as you 
did predecree ? 

Mr. Mouton. No; I would not say so, not by any means, because 
you see, the effect of this royalty-free provision will not be felt for 


grantback, 
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several years in this area because as these cross-licensing agreements 
run out, then we are faced with a problem of negotiating new ones and 
we do not know what our problem is going to be. 

We do not have as many chips anymore with 8,500 of our patents, 
some of them very basic, that we cannot put in the pot, and say this is 
worth something. 

Mr. Harkins. Mr. Moulton, I refer you to a letter dated March 
15, 1956, from Mr. E. J. Kane to Mr. F. W. Cummiskey. Do you have 
a copy of that letter? 

The CuHarrman. And identify those two names, Kane and Cum- 
miskey. 

Mr. Movutron. Mr. Kane is head of Western Electric’s patent 
licensing organization. Mr. Cummiskey was a former patent license 
representative of the Western Electric Co., now deceased. I might 
say that I have here sort of a glossary of the names that are involved, 
so I am not fumbling around as I was before. 

Mr. Harkins. These two gentlemen are the people who were actu- 
ally carrying out the patent licensing operations under the decree; is 
that not so? 

Mr. Movutton. Subject to supervision, of course. 

Mr. Harkins. Yes, but they were the experts in the Bell System in 
charge of this department; is that right? 

Mr. Moutron. Well, they were among them. 

Mr. Harkins. They would know what is going on in the patent 
licensing operations ? 

Mr. Moutrton. I would assume they would. 

Mr. Harxrns. Did Mr. Kane in March of 1956 advise the directors 
of A. T. & T. that the consent decree “confirms” the basic patent 
licensing policies that A. T. & T. has been following, and that although 
some limitations were imposed by the decree, these limitations would 
not seriously interfere with A. T. & T.’s ability to get grantbacks 
under the patents of other companies ? 

Mr. Movutron. That is right. Was this a question of advising the 
board of directors? 

Mr. Harxrns. Yes, sir. 

Mr. Moutton. Oh no, I am sure Mr. Kane never advised the board 
of directors on this subject. 

Mr. Harkins. Whom did he advise? Will you look at the covering 
letter ¢ 

Mr. Mouton (reading) : 

Attached is to anticipate possible questions which may arise at the next 
A. T. & T. meeting. Can you think of any others? I require these notes by 
noon today. E.J. Kane. 

This is addressed to Mr. F. W. Cummiskey. 

Mr. Harkins. Yes. 

Mr. Mouton. Let me put this in context so you know what it is. 
This is one of a large series of notes having to do with all kinds of 
subject matters covering the whole business, which it used to be our 
practice to pull together in convenient form prior to the A. T. & T. 
annual meeting of stockholders, so that the president could read them 
through and bring himself up to date with reference to all kinds of 
matters that might come up. These are refreshers. It is simply a 
technique which is important. 
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With reference to this particular statement, let me say that of 
course this is subject to the qualification which everybody knew in our 
organization, and that is that we had put these 8,500 patents royalty 
free, and also there is nothing in the decree which prevents us from 
getting the rights of others so long as others want our patents. This 
does not go to the values we have to give up. 

Mr. Harkins. I am not talkin sbont that now. 

Mr. Movtron. I understand that and I just want to make it clear. 

The CHatrMaNn. Mr. Moulton, hereafter when I get a communica- 
tion from the telephone company, I am going to strain it very much 
in view of all the “exceptions” and the “qualifications” and the “here- 
afters” and the “moreovers” and the “buts” that you exemplify in 
your answers here. I am a little concerned about what the telephone 
company now will write. If everything that has been indicated here 
as coming or emanating from a telephone official has to go through 
this straining process that you indicate here, I can place no credence 
in what the telephone company says. That they are always using 
weasel words. That is the conclusion I am going to draw here and 
draw hereafter. 

Mr. Movutron. I do not think you are drawing a correct conclusion, 
Mr. Chairman. These are internal memorandums written for internal 
use going to people who know the background, and I am simply at- 
tempting to put them in their framework and the background in 
which they are set. When we do send things out to the public, we 
are extremely careful to do exactly as you say, to strain them through 
a very narrow sieve for accuracy and truthfulness. 

The CHarirmAn. This apparently was sent by Mr. Kane to Mr. 
Cummiskey in anticipation of questions that may arise at the next 
A. T. & T. meeting. This is dated March 15, 1956. I should think 
this document is an important document. It is made even more im- 
portant by the fact that you now say that this data contained in here 
was given to the president of your company to alert him as to what 
may or may not be asked at a stockholder’s meeting so that he can 
answer properly. So that he is going to base his remarks, I am sure, 
if the question is asked, upon what is contained in this document. 
You cannot equivocate about it. 

Mr. Movutron. I have not questioned the accuracy of it. I have 
simply stated what I know and what the president knew and what 
the setting was. I think it is only fair that I should give this to the 
committee. 

Mr. Harkins. You do not quarrel with the statements in this docu- 
ment; is that right, Mr. Moulton ? 

Mr. Moutton. With that statement? I have not read the whole 
document. 

Mr. Harkins. Mr. Chairman, I would read this document at this 
time: 

CURRENT OPERATIONS UNDER THE DECREE 


The immediate effect of the requirement to grant royalty-free licenses under 
our present patents will be a loss of income to A. T. & T. of approximately 
$2 million annually. The gross income from royalties under United States 
patents was approximately $5 million a year. 

We have approximately 1,100 license agreements in force, including agree- 
ments under which we receive continuing nonexclusive patent rights which are 
with most of the important communication companies of the world The decree 
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does not affect these rights. The decree confirms the basic patent licensing 
policies we have been following, imposing some limitations on us but which 
we do not expect will seriously interfere with our ability to get nonexclusive 
rights under the patents of other companies. 

Our patent position will be rapidly reestablished. There are approximately 
2,000 patent applications on file in the United States Patent Office, and we are 
continually adding to these applications. We would expect that between 400 
and 500 patents will issue to us each year, thus restoring our bargaining posi- 
tion in acquiring rights from others as well as our royalty income. 

We have received numerous inquiries since the decree regarding licensing 
matters, for the most part requesting patent lists and information on how to 
obtain licenses. These inquiries are being handled promptly. 

Whereas we are required to furnish drawings and specifications on equip- 
ment furnished by Western to the Bell System, we have received only a moderate 
number of requests. Our obligation, of course, does not require us to give 
manufacturing know-how or process or machinery information. 


Mr. Chairman, I offer this document in the record at this point. 
The CuarrMan. Yes; that will be accepted. 
(The document referred to follows:) 
MaRcu 15, 1956. 
Mr. F. W. CUMMISKEY: 
The attachment is to anticipate possible questions which may arise at the 
next A. T. & T. meeting. 
Can you think of any others? 
I require these notes by noon today. 
E. J. KANE. 


Attachment. 
CURRENT OPERATIONS UNDER THE DECREE 


The immediate effect of the requirement to grant royalty-free licenses under 
our present patents will be a loss of income to A. T. & T. of approximately $2 
million annually. The gross income from royalties under United States patents 
was approximately $5 million a year. 

We have approximately 1,100 license agreements in force, including agree- 
ments under which we receive continuing nonexclusive patent rights which are 
with most of the important communication companies of the world. The decree 
does not affect these rights. The decree confirms the basic patent licensing 
policies we have been following, imposing some limitations on us but which we 
do not expect will seriously interfere with our ability to get nonexclusive rights 
under the patents of other companies. 

Our patent position will be rapidly reestablished. There are approximately 
2,000 patent applications on file in the United States Patent Office, and we are 
continually adding to these applications. We would expect that between 400 and 
500 patents will issue to us each year, thus restoving our bargaining position in 
acquiring rights from others as well as our royalty income. 

We have received numerous inquiries since the decree regarding licensing 
matters, for the most part requesting patent lists and information on how to 
obtain licenses. These inquiries are being handled promptly. 

Whereas we are required to furnish drawings and specifications on equipment 
furnished by Western to the Bell System, we have received only a moderate 
number of requests. Our obligation, of course, does not require us to give manu- 
facturing know-how or process or machinery information. 

3/15/56. 

The Cuarrman. I take it that none of these conclusions were sub- 
mitted tothe judge who granted this decree / 

Mr. Movtton. This document was written afterward by someone 
who wasn't there. 

The CuarrMan. I don’t mean the document. I say I take it none 
of these conclusions mentioned, that have just been read, were indi- 
cated to the judge who signed the decree. 

Mr. Mouton. This speaks postdecree and it couldn't have. 

The CuarrmMan. Andsothe answer is no. 

Mr. Movtron. The answer is no, that is right. 
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Mr. Harxrns. Mr. Moulton, with respect to that, this was written 
by the man who was head of A. T. & T.’s patent operations, is that not 
correct ? 

Mr. Movutron. No; Western Electric’s operations. 

Mr. Harkins. Isn’t Western the licensing agency for the A. T. & T. 
System / 

Mr Mov ron. For everybody, yes, but I mean I thought you were 
trying to identify him by his title, and he is the Western Electric. 

Mr. Harkins. He is from Western Electric, yes, sir. 

Mr. Moutron. That is right. 

Mr. Harkins. This is his reaction to the impact or the effect of the 
decree upon his operations, is that not so? 

Mr. Moutton. I would assume it is. 

Mr. Harkins. Has not Mr. Kane’s opinion that A. T. & T.’s patent 
position be rapidly reestablished in fact been borne out by A. T. & T.’s 
experience under the decree ? 

Mr. Mouton. Let me give you some facts on that and perhaps 
then we can get away from characterizations. 

Since the decree, there have been issued about a thousand patents—— 

Mr. Harxrns. I havea table that I am coming to on that. 

Mr. Moutron. To us. That is at the rate of around four to five 
hundred a year. It is anticipated that that rate will continue at 
about that average, and that means that it would take 9 years about 
to get to about half of the patents numerically that we went royalty 
free on under the judgment. 

Mr. Harkrns. Mr. Moulton, is it not true that A. T. & T. has come 
to the conclusion that its patent position in the industry will be 

reestablished in approximately 5 years ¢ 

And I refer you to Review of Patent Licensing Activities, January 
24, 1956, to April 1, 1957. It is a memorandum, and it is an unsigned 
memorandum. 

Mr. Moutton. May I see it so I can identify it? 

Mr. Harkins. And look at the first paragraph on page 2. 

Mr. Mouton. No. I think this is a misconstruction of this particular 
provision. This says that— 


It was estimated that in approximately 5 years our patent position will reach 
a level of strength commensurate with the revised schedule of rates. 

Now, the revised schedule of rates were new rates which were evolved 
to apply on future patents, and those rates were generally somewhat 
lower than the rates in effect predecree. 

Consequently, don’t think that this indicates that at the end of 5 
years, we would be in the same position. We would be in a position 
where we were confiident in eal forward, the rates that we were 
thinking of for the postdecree patents would be sustained. 

Mr. Harkins. Mr. Moulton, in connection with that, A. T. & T. has 
revised its rates, table of standard royalty rates. Is that not so? 

Mr. Mouuron. Yes. 

Mr. Harkins. And between the date of the revision and the end 
of 1958, A. T. & T. is giving a 60 percent discount from those rates, 
is 1t not ¢ 

Mr. Mouutron. That is right. 

Mr. Harkins. And between the end of 1958 and the end of 1960 
A. T.& T. is giving a 30 percent discount ? 
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Mr. Moutron. That is correct. 

Mr. Harkins. After 1960 it will not give any discount ? 

Mr. Moutron. Let me speak to that point. What will happen after 
1960, I don’t know. It was imperative that some rates be fixed on 
future patents. We had a careful review made of our patent potential 
in the various areas in which our research was going forward, and 
based on the best expert conclusions we could get, we then fixed some 

rates which would apply 5 years from the date of the judgment and 
introduced the discount step rate in order to account for the accumula- 
tion in the meantime. 

All this was done with a very clear understanding that we were 
looking into the future and if the future did not bear out our estimates, 
why then, of course, we would have to and would wish to revise those 
rates. 

Mr. Harkins. But as of right now, at the end of this 5-year period, 
you have no plan and you do not contemplate giving a discount from 
your schedule of standard royalty rates, do you? 

Mr. Movutton. Not adiscount. We do contemplate, however, a very 
thorough review of the rates themselves, which I think comes about 
to the same thing. 

Mr. Harkrns. I would like to read, Mr. Chairman, the paragraph 
from this document entitled “Review of Patent Licensing Activities, 
on page 2: 

It was estimated that in approximately 5 years our patent position will reach 
a level of strength commensurate with the revised schedule of rates. A decision 
was made, therefore, to consider these as terminal rates subject to a discount dur 
ing the 5-year buildup period, that is 60 percent discount at the end of 1958 and 
30 percent at the end of 1960. 

Mr. Chairman, I offer this document for the record at this point. 

The CHarrMaAn,. Accepted. 

(The document referred to is as follows :) 
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Of Bell System patent potential, On weighing all factors 
involves adjustmenta were made to 2) royalty rates in 18 
of tte 39 wajer Moensing categories, 


It was es ted that in ap pels 5 veers 
our saben position will reach a leve strength 
comeansurete with Weathers. te 7 rates. A 


scount during the 5-year build-up peri 
ine, GOK seount to the end of 1958 and to the end of’ 
2960. A total of 543 letters were sent to lisensees azsending 
reements to conform to the discount sehedule and, 
. where cebdle, to the new royalty rates, 


(a) Requests for Patent Lists 


Immediately folloving the Decree there vas much 
age gyhe in news 8 end cothaieal publications relating 
the aeveilability of Bell system patents for licensing. 
‘Thie brought forth a flood of requests for patent lists end 
other. information which we estimate did not result in ee 
tham fifteen license ae The Government through the 
Small Business Administration emphasized that 8600 ane 
were available for noh-exclusive royalty-free 
Keeh month in the Products ta List Ciroular issued by the dueil 
Business Administration selected Bell System inventions were 
givem wide listing. In this connection, ve received 117 
courte for: patent lists or more detailed information from 
Mey 1, 1956 to April 1, 1957. This activity Bas resulted 
is oaly one firm request for a patent license. 


2. Bifeet of tha Decree op Our Onerations 
(a) Broad Croas-Licenses 


Racraining Positicn 


We have completely lost the trading values of our 
pre-dearee Vote except that we may insist on a grentback 
at reasonable royseities. Therefore, some applicants object 
to tra their present asd future patents for our post- 
— and future patents with royalties accruing in our 

aver. ‘ ‘ 


We believe that our future inventions should 
generally have a greater value than the future inventions 
of applicants. Some companies, however, feel that they would 
rather wait until our new patents issue " pefore obligating 
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themselves to pay roysities under our unknown patents. 

In order to qualify under the Seecree for royalty-free 

licenses under our pre-decree patents, some applicants are 
offering to license us under their present and future patents 
om @ Peasonable royalty basis. in such cases, ve have nothing 
to trade other than post-deeree patents and thus ean obtain 
licenses only om ea royalty basis. 


On the other hand, where applicants are anxious te 
have access to Bell Laboratories for high-level discussions, 
and particulerly where most grants to them under our patents 
are royalty-free, cross-licenses can doubtless be negotiated 
es in the past. 


It should be recognised that while some applicants 
are unwilling to make a cross-license agreement under whieh 
we would obtain royalty-free licenses and they would us 
shaded royalties, sueh companies would probe oe valiing 
to enter into a cross-license agreesent where future righ 
would be exchanged on a royalty-free basis both ways. 


Baampdes of Lilet on current Nesebiaiions 


Motorola cancelled its cress-license agreement as 
ef July 23, 1955 in the ee negotiating a new agreement 
on more favorable terms, y have suggested an exehange of 
royalty-free licenses but have shewn some preference for 
licenses on a royalty-be basis both ways, as tted 
under the Decree. Motorola has inforned us t y have 
no interest in having teehaical discussions with the Bell 
Laboratories. 


Collins Redio has cancelled its lisense agreenent, 
asked fer royalty-free licenses under our pre-deeree patents 
and effered to license us om reasonsble terms. Cellins 
te have little interest in our future petents, sven on a 
shaded royalty Sean is not particular laterested fia 
earrying on techni diseussions with the Bell Leberatories. 
Gur next move is to propose new terms for a cross-license 
egreenent. 


a OS ee ee ee ee 
epplieants, are advising elients in sted in secur reyalty- 
free licenses under our pre-deeres patents that they 

not enter into cross-license agreements under which we would 
receive royalty-free rights under their future patents and 

pay us royalties under our future patents. We have had several 
requests from Darby @ Darby for royalty-free licenses under 

our pre-deeree patents with an offer te license us under their 
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clients’ present and future patents on reasonable terms. 

In two cases, Zmerson F.edio and Anton Electronics, we have 
extended royalty-free unilateral licenses under our pre-decree 
patents since we jecided not to take licenses under their 
patents on a royalty basis. However, in the case of Link 
Aviation who requested a lieense for flight simulators under 
our pre-decree patents, we wanted licenses under some xzicro- 
Wave patents held by the parent, General frecision, ani as 
Link wanted no future rights we took a license back for 
microwave components on a royalty basis end gave up a broad 
grantbeck from the parent company and its twenty subsidiaries. 


Other Problema 


The legal departments of a few of our licensees have 
questioned our interpretation of the Consent Deeree that a 
licensee has the right to cancel any licenses from us in an 
existing agreement but has no right to cancel the agreement 
itself, so that the licenses to us go on unless the agreement 
is cancelled pursuant to the terms of the agreement. This 

uestion has been raised specifically by bendix, Phileo and 

liins, who contend that they can terminate our rights. jo 
far a showdown on this question has been avoided, but it should 
be recognised that an aiverse ruling might be exceedingly 
serious. 


Another problem was presented by Ceneral Precision 
wherein one of its subsiaisries asked for a license ani we 
requested a grantback under the patents of the parent company 

of ali its subsiiiaries. Their legal people questioned 
whether we hsd the right to do so under the Decree stoeting 
that we only hed the right to get a gErsntvack under the 
patents of the actual company requesting the license. 


de are having aifficulty getting a grantback from 
General vynamics because of problems within the various 
divisions. As an alternative, they have requested a unilateral 
license. 


ss 


4, Pad 
Two saporteat cross-license agreements have been ¢...-’ 
completed since the Vecree: Hughes Aircraft end Automatic 
Electric Company. In noth cases, the companies were interested 
in carrying on highelevel technical discussions with the bell 
Leborstories. TIhey also received substantial grants on a 
royalty-free becis under our post-decree U. 5S. patents. 
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dmportent sAgresments Under Recotiation 


we have negotiations pending for oroed cross-license 
agreements with tne following twenty-one United States companies: 


Aircraft Radio Corporation 
Avco Manufacturing Company 
Burroughs 

Chatham tlectronics 

Collins Radio Company 

General Dynemics 

General Electric Company 
General Precision Equipment Corporation 
Lenkurt Electric Company 
Litton Industries 
Minneapolis-Honeywell 
Motorola, Ine. 

Rational Cash Register Company 
Rorth American Aviation 

Radio Corporation of America 


“d ee’ 5 Ramo-wooliridge 
Yr *. ut Raytheon Manufacturing Company 
} 1a Sperry Rand Corporation 


dylvania “lectric Products, Inc. 
Texas Instruments 
Varian Associates 


Except for the cited cases, we do not anticipate Jifficulty 
in consummatin; agreenents with most of the remaining companies 
listed, 


Biectronic Jjwitching Pye 

The Sell Laboratories’ development of electronic 
switching hed progressed to the jeant Chere they wanted to 
publicise their work. It was fel’ that this could best be 
acoomplished through a symposium ‘hela at the Laboratories and 
attended by licensees, both domestic end foreign. In Mareh 
1957 a three-day symposium was attenied by representatives 
ef 15 foreign and 3 domestic organizations. Incluijed in the 
former were the French and Swedish Government communication 
departments. 


Because » rather complete disclosure was contexplated, 
it wae felt that we should be protected by grantbacks in the 
switehing field extending at least 5 years efter the dete of 
the symposiua. This was accomplished by suitable supplesents 
to existing agreements and by negotiation of nine new agree- 
ments. All licenses to us were royaity-free and were at 
eppropriate royalty rates to licensees. In most instances 
grants were included both ways for telephone station systens 
and accounting center systexs. 
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(b) Other Patent Licenses 
Requested, Executed and In Process 
Since the Decree we heve had 229 firm requests for 
patent licenses, the Patent organisation hes completed 138 


and 70 have been executed. Also, 72 worl fying letters and 
terminations were completed and of these ++ have been executed. 


standard F 


The Patent orgenization has provided 13 standard 
forms for use in domestic licensing but we need a4 total of 
at least five additional standard forms for Canada and for 
other foreign countries. These forms have been of considerable 
help in shortening the interval between application and 
submission of an egreement for execution. However, their 
full effectiveness cannot be reslised until definitions 
required for use in the forms have been approved. 


Unilateral ve, Bilateral Agreements 


In determining whether the apjlicent shouli be 
offered a unilateral or bilateral agreement we consider our 
interest in the field and the applicant's present and potential 
patent position. This position is evalusted by reviewing 
the type of engineering and development work done by his 
research reeelaahian. The calibre of this organization is 
noted as to number and type of personnel. Where circumstances 
indicate, these questions are explored with the Bell Labor- 
atories, the Patent Organization and &. of M. to add the 
weight of their opinions to our own. 


At the conclusion of this study if the answers .to 
the above are generally negative the applicant is offered 
a unilateral license. However, if he has no patents but his 
potential is of interest to us, the applicant is offered e 
bilateral agreement with nominal rate shading. In ceses of 
important existing patents or a stronger potential the 
proposed rates are shaded to reach a balanced deal. 


(c) Technical Information Agreements 
Reaucated, Executed ani In Process 
A total of 48 firm requests for technical infor- 
mation have been received since the Decree. 38 requests for 
agreexents have been placed on the Fatent organization 


28 
have been returned, 16 sent to the applicant for execution 
and 11 have been executed, 


Standerd Forms 


The Patent organization hes provided three technicel 
information forms but we do not have «4 teciinical information 
form for transistors. 
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i ABA Lek lla Sa shi, Bh ad 


A Committee with representatives from Patent Lieensing, 
Chief Engineer, E. of M., Prieing and Accounting 
concepts for ging fer teehnical information. Ia = 
te a charge to ots Pipe ne en Dn 


Committee recommended a 5-year royalty-type "amp 
payments were not reeommended (exeept for Tua ih items) 


such papmente Sqpane. nage Sf & ination on.auaies Gaeee dares 
companies. Contianing fees are also closely comparable wi 
the way destern acerues and recovers its development costs 
ené therefore can more logically be justified as “reasonable 
and properly allocable to the elass of equipment" involved. 


As to reasonable fees, the Committee recomended 
that the percentage of Western's prices whieh reeovers develop- 
ment costs be dizinished by about 2/3 to subtract numerous 
elements not direetly related to what a licensee reesives. 

The resultest figures were reeoumended for use as ceilings 
(mene ebove 6%) belew which eharges are to be arrived at 
chee of Patent Licensing after consultation with the 
's organisation. 
(4) Reeeipts from Royalty and Compensation 
tien For 


Tenia Pacalaa Zatad 


($ in Thousands) 
a3s5 


let Half $1,573 $ 91s. $$ 991. $ 15. 8 3,632. 
ana Melf 2,73). 357. — 942. —th- —ih- 
Tetal 3,30. 1,271. 1,933- »28. 6,9. 


let Half § 98%, $1,00%. $1,286. 6 227. $ 3,442. 
and Half __S8i. __357.. 1.250. _ 200. 2,hoe. 
Total 1,567.  1,40L. 2,436. Uhé, 5,850. 


4272 


let Half b 250. $1,150. $1,450. a 100. $ 2,9%. 
(Bst.) 
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3- Patents and Applications 





(a) Post Decree Patents 


572 U. 8. patents have issued since the Decree. 
This figure would correspond to 8300 patents in 17 years. 
We had about 8600 patents at the time of the Decree. 


Grouped by fanilier fields of licensing, there 
are about 70 patents for switching (half for electronic 
Switching), about 60 for land lines, and about 35 each for 
transistors and for transistor circuitry. At the other 
extrene, there are few or no patents in fields such as 
sound recording, radio broadcast reception and magnetic 
materials. 


As to reletive importance, transistors have fared 
best and patents for sone refining and crystal pulling are 
thought to be the most important issued in any field to date. 
There are good patents also for switching systems, ultra high 
frequency carrier systems, lend lines and wave guides, and 
there is a scattering of good individual patents in other 
fields. 


Of the 500 applications evaluated in 1956, 80 
have issued as patents and of these 2% were consiiered to 
be significant. About half of these 24 are being used or 
are of interest to our licensees. 


In general the conclusions and predictions of the 
1956 forecast, on which our new royalty rates and discounts 
were based, have been substantiated by patents issued since 
the Decree. 


(>) Patent Applications 
Apart from the calibre of post-decree patents, it 


may be interesting as a possible nessure of inventiveness to 
note patent applications for the past four years: 


Appiications Filed 
y 3 ana - Fored 
1953 336 147 503 68 586 
1954 318 210 558 160 626 
1955 326 177 542 201 670 


1956 357 135 519 205 670 
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+. Work load 


The work load is best visualized in terms of requests 
placed by Patent Licensing on the Patent Division. Requests 
are principally for agreements, though some ere for terminations, 
assignments, patent surveys, etc. 


pate Average Oldest 
Backlog —Ase.. Reaueal 


3-1-56® 62 ~ 2 months 10 menths 
bal <57 148 4O 40 6 * a = 


“No agreements were drafted by the Patent Division 
between 1201-58 and 3-1-56 because of the Decrees; and on the 
letter date the backlog stood at what was then a resord high, 


From the above table it is obvious that we are 
exceeding the 90-day interval since we are unable to quote 
firm terms until an approved agreement is obtained, 


Parauit of Royalty from Post Decrees Patents 


There is a a as to whether we should actively 
pursue the recovery of royalties from present licensees and 
from prospective licensees. For example, under the 

of non-Communications, we refer to equipments such as test 

and measuring, recording, reproducing, public address, alars 
systems and medical apparatus. Licensing has g Se 
done om a unilateral basis in this ares and the revenue there-- 
from had been running at an anmual rate of about 61,000,000 
from a total of +50 agreements among 300 licensees, maialy 

in the small and medium sised business categories, This 
revenue was entirely cut off by the Deeree and although the 
majority of licensees elected te continue their licenses 

under futures they are not likely to become “self starters" 
either in the use of such patents or in regard to payment of 
royalty. In addition to the foregoing we had been making 
progress in new areas such as nuclear and geophysical measure- 
ments, miniaturised power supplies and the broad field of 
computers and automation. This appeared even more promising 
from a royalty producing standpoint, if setively pursued, 

than the areas in which we had heretofore been most active. 


To adequately administer our patents we feel that 
applicable post-deeree patents should be brought to the 
attention of present and prospective licensees in these 
fields. We recognize, of course, that some few of the larger 
concerns having a patent position or research potential wi 
develop as candidates for a crosselicense arrangement. 








2680 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


10. 


In the case of component licensing, most of our 
agreements sre still in effect and now that royalty-bearing 
patents are starting to issue it eppears that these patents 
should be brought to the attention of our licensees. In the 
case of trensistors anid e few other components, some pre- 
liminary steps heve been taken in this direction. This will 
et an increasingly important activity in the coming 
20n ° 


4/10/57 
4/11/57 
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Mr. Hargins. Who prepared this document, Mr. Moulton ? 

Mr. Moutron. Is there any indication on it? 

Mr. Harkins. There is no indication, sir. There is not even the 
dictator’s initials. 

Mr. Moutron. Could I see it? The best information I can give you 
is that it was prepared by somebody in Western’s patent-licensing 
operation, not Mr. Kane. 

Mr. Harkins. It would be somebody under the supervision of Mr. 
Kane? 

Mr. Movuttron. Somebody working under Mr. Kane’s general aegis; 
yes. 

Mr. Harkins. This is a statement prepared by the people who are 
outting into effect the provisions of the consent decree in the patent- 
seer operations of the Bell System; is that not right? 

Mr. Movtron. There are a lot of people putting these provisions into 
effect. 

As I understand it, this was a draft by someone. It was not approved 
by Mr. Kane so far as we know, and it certainly did not have my 
approval because I never saw it, if that is important, although I should 
say that on this 60-30 discount business, I had something to do with 
that, and that came to me. 

Mr. Harxrns. Mr. Moulton, by letter dated January 18, 1958, you 
transmitted to the committee 20 volumes containing descriptions of 
the Bell System patents subject to the consent decree. Volumes 1 
through 17 include all the patents, other than Teletypesetter patents, 
issued from January 24, 1939, to January 23, 1956, which are the 
patents made royalty free by the provisions of the decree. 

Our examination of the patents contained in volumes 1 through 17 
indicates that A. T. & T. had 8,718 patents which were subject to the 
royalty-free licensing provisions of the decree. Does that figure accord 
with your information ? 

Mr. Movtrton. It is about 200 off. 

Mr. Harkins. You have 200 more patents / 

Mr. Moutron. No; our count was substantially 200 less. That is 
why I used- 

Mr. Harkins. Less than this? 

Mr. Mouton. The 8,500; yes. But I do not think the difference is 
significant. 

Mr. Harkins. Volumes 18 and 19 contain the patents issued Jan- 
uary 24, 1956, to December 1, 1957, and these patents may be licensed 
at reasonable royalties. 

According to our examination of these volumes, in 1956, 466 patents 
issued to A. T. & T., and in 1957, 432 patents issued, making a total of 
898. Do these figures accord with your information ? 

Mr. Moutron. I do not have that exact information. My informa- 
tion is this: That between the entry of the decree on January 24, 1956, 
and January 24, 1958, which would be 2 full years, there were issued 
971 patents. 

Mr. Harkins. If you care to, you may challenge these figures. 

Mr. Movutton. I do not. I am not trying to challenge them at all. 
I do not want to qualify them. I do not think the differences are 
significant. You asked me what information I had. 

Mr. Harkins. You do not have the information that was given 
to the committee / 
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Mr. Moutrton. I have that information, but I do not have the tabu 
lations that you have made from them, because we did not make the 
same type of tabulation. 

Mr. Harxkrns. It is true, is it not, that at the end of 1960, the end 
of the 5-year period on which your royalty-discount schedule is based, 
2,922 patents which you are required to license royalty free will have 
expired ¢ 

Mr. Mouton. I have a tabulation of this sort, if I may find 
I had it right here, but I could not find it. 

May I have the question ? 

Mr. Harkins. At the end of the 5-year period, the end of 1960, 
2,922 patents which you were uated to license royalty free will 
have expired. 

Mr. Movutton. I make it 2,897, so we are awfully close, as close as 
you could come. 

Mr. Harkins. We are as close as we could come in view of the fact 
that you are using a different base. 

Mr. Movttron. No: I think we are using the same benchmark, but 
I think that maybe either one of us might be guilty of a clerical error 
of about 1 percent. 

Mr. Harkins. Mr. Chairman, I offer this table for the record at 
this time. 

The CHAIRMAN. Accepted. 

(The table referred to follows:) 


Bett Sustem patents subject to consent decree 


Patents Will have expired 
issued 
Vol Jan. 1, 1939, to Dec. 31, 1939 495 | Jan 1, 1957 405 
Vol. 2: Jan. 1, 1940, to Dec. 31, 1940 514 | Jan 1, 1958 1,009 
Vol. 3: Jan. 1, 1941, to Dec. 31, 1941 60 Jan 1, 1959 1, 669 
Vol. 4: Jan. 1, 1942, to Dec. 31, 1942 728 | Jan 1, 1960 2, 397 
Vol. 5: Jan. 1, 1943, to Dec. 31, 1943 525 Jan 1, 1961 2, 922 
Vol. 6: Jam. 1, 1944, to Dec. 31, 1944 579 Jan 1, 1962 3, i 
Vol. 7: Jan. 1, 1945, to Dec. 31, 1945 444 Jan 1, 1963 3, 04 
Vol. &: Jan. 1, 1946, to Dec. 31, 1946 468 Jan 1, 1964 4,413 
Vol. 9: Jan. 1, 1947, to Dec. 31, 1947 400 | Jan 1, 1965 4,813 
Vol. 10: Jan. 1, 1948, to Dec. 31, 1948 364 Jan 1, 1966 §,177 
Vol. 11: Jan. 1, 1949, to Dec. 31, 1949 669 Jan 1, 1967 5, B4e 
Vol. 12: Jan. 1, 1950, to Dec. 31, 1950 617 | Jan 1, 1968 6, 463 
Vol. 13: Jan. 1, 1951, to Dec. 31, 1951 565 Jan 1, 1969 7, 028 
Vol. 14: Jan. 1, 1952, to Dec. 31, 1952 514 Jan 1, 1970 7, 542 
Vol. 15: Jan. 1, 1953, to Dec. 31, 1953 454 Jan 1, 1971 7, OOF 
Vol. lf Jan. 1, 1954, to Dec. 31, 1954 406 Jan 1, 1972 R, 402 
Vol. 17: Jan. 1, 1955, to Dec. 23, 1956 316 Jan 1, 1973 8,718 
Total 8, 718 
Vol. 18: Jan. 24, 1956, to Dec. 31, 1956 466 
Vol. 19: Jan. 1, 1957, to Dec. 31, 1957 432 
Total ROR 


Mr. Harkins. With respect to the decision to establish a discount 
in your schedule of standard royalty rates this decision was made 
partly on the basis of a long-range forecast of the Bell system’s patent 
potential prepared by Mr. W. O. Baker of the Bell Telephone Labs: 
is that not so? 

Mr. Movtron. Let me put it this way: The standard rates were 
based on a long-range forecast. 
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The decision to discount from those was simply a recognition that 
it would take us some time to get to the end of the 5 years, and some 
adjustment should be made in the meantime to reflect the lesser num- 
ber of patents that might be expected. 

Mr. Harkins. Then your answer to this question would be “yes,’ 
I take it: In connection with the studies made by Mr. Baker, a de- 
cision was made to revise A. T. & T.’s schedule of standard royalties? 

Mr. Mouton. Oh, yes. 

Mr. Harkins. This revision was promulgated on June 21, 1956, 
effective as of January 24, 1956; is that not nght? 

Mr. Mouton. I think so. I do not recall the precise date of 
promulgation, but it certainly was effective as of the date of the 
decree. 

Mr. Harkins. In this revision were adjustments made in 21 royalty 
rates in 18 of the 39 major licensing categories ¢ 

I refer you to this memorandum, “Review of Patent Licensing 
Activities.” 

Mr. Moutron. Could I see that again ? 

Mr. Harkins. Yes; this is the first sentence on top of page 2. 

Mr. Mouton. I see the statement. I have no reason to doubt it. 
I] just do not have any independent information on it. 

Mr. Harkins. Since it was prepared in the patent licensing di- 
vision, it is presumably correct, I would take it ? 

Mr. Moutron. I would think it should be. I mean this is a mathe 
matical count, and it certainly should be. 

Mr. Harkins. Now A. T. & T.’s schedule of standard royalty rates 
was first established in 1947; was it not? 

Mr. Mouton. I would not know. That goes well beyond my time. 

Mr. Harkins. I refer you to “Skytop Notes,” prepared by Mr. 
Kane May 25, 1956, page 8. 

Mr. Mouttron. Page 8? 

Mr. Harkins. Page 8, yes, close to the bottom of the page: 

So-called standard rates were first established in 1947. 

Mr. Movurton. Yes; you see, that was shortly after the war. Dur- 
ing the war there weren’t any patent licensing activities. Every- 
hody was working for the Government and nobody paid any attention 
to patents, so this would be about the first opportunity to do it 
postwar. 

Mr. Harkrns. It would be fair to say, would it not, Mr. Moulton, 
that the revisions that were made in June 1956, in your schedule of 
standard royalty rates, in part was done to reflect the decrease in 
value of A. T. & T.’s patents which resulted from the requirement 
that all predecree patents be licensed royalty free? 

Mr. Mouttron. Is this a document ¢ 

Mr. Harkins. No. This is a conclusion I am drawing from the 
documents. 

Mr. Movutron. It is fair to say that we did have to take into ac- 
count that our predecree patents were royalty-free, and the whole 
objective of ae effort was to look into the future to see what our 
patents might be at the end of 5 years, and to make- 

Mr. Harkins. I am not talking about the discount. 

Mr. Mouton. I am not talking about the discount, either. 
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Mr. Harkins. Excuse me, I misunderstood. 

Mr. Movtron. I am talking about the reason for reestablishing 
new standard rates after the decree. 

It was absolutely essential to do this, and we did the best we could 
by looking into the future and having these studies made. 

I will say that it was, as I said before, our view that we would 
have to take another look as we went along to see just how this came 
out. 

Mr. Harkins. In the revision of the schedule of standard royalty 

rates you made adjustments in 21 rates according to this document. 

Mr. Movtton. According to that document; yes. 

Mr. Harkins. Were all 21 of these rates reduced ? 

Mr. Mouton. I think there may have been one rate that was in- 
creased, but I am just speaking from a very vague recollection. I 
remember reviewing the situation at the time, and I have not had an 
opportunity to look at whatever papers there were on it. 

Mr. Harkins. So, in summary, you looked at all the factors con- 
cerning the effect of the decree or the effect on your operations by the 
decree, and in view of the fact that all your predecree patents were 
made royalty-free, you made ¢ adjustments i in 21 rates. 

And in fact one of those rates was increased; is that right ? 

Mr. Movtron. I have a vague recollection, I could not tell you 
whether that is accurate or not. 

T have one vague recollection on that, but it may not be so. I am 
sorry, I just do not know. 

Mr. Harkins. The schedule of standard royalty rates which you 
submitted to the committee sets forth 39 categories and contains a 
total of 84 rates for various equipments. 

In your revision of the schedule of standard royalty rates, in view 
of the decree, did the royalty rates for 63 equipments remain the 
same? 

Mr. Moutton. If you have the actual royalty rates, the standard 
royalty rates predecree and postdecree and this is as a result of a 
tabulation, I would certainly accept it, but apart from that, I just do 
not know. 

Mr. Harkins. What I am doing, Mr. Moulton, is using the schedule 
of standard royalty rates which you adopted June 21, 1956, effective 
as of January 24, 1956. 

I am relating that to the statement contained in this document 
from the Patent Licensing Division that adjustments were made to 
21 royalty rates. 

Now on your schedule there are 84 rates. If you adjusted 21 of 
them, it seems to me that 63 remained the same. 

Would that be accurate ? 

Mr. Moutton. Could we leave it this way: I do not know whether 
those two gibe that way. We could supply that information and 
wouldn’t that be easier ? 

Mr. Harkins. Would you submit that for the record ? 

Mr. Movutton. Yes; we can do that and then the record will be clear. 

(Mr. Moulton subsequently supplied the following :) 

Answer.—From a rate standpoint, 24 rates have been reduced, 1 has been in- 
creased (land lines, from 0.5 percent to 0.75 percent), and 59 are unchanged. 


From an equipment standpoint, 25 equipments have lower rates, | has a higher 
rate (land lines), and 40 have the same rates. 
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In making the above computations, a single rate applicable to both amplifiers 
and loudspeaking telephone receivers (see item 3 of the Schedule of Standard 
Royalty Rates) has been counted once in arriving at the total figure of 84 rates, 
but the equipments affected have been counted as 2. This explains the answer 


that 24 rates have been reduced, but that 25 equipments have lower rates. 

We use the figure of 84 rates in this answer because Mr. Harkins used that 
figure during the course of the public hearings. Mr. Harkins, however, used it 
interchangeably with the number of equipments covered. Actually, only 66 
equipments are involved. In referring to the document Review of Patent 
Licensing Activities, Mr. Harkins noted that 21 rates had been reduced (the 
figure in that document is erroneous in that it should have been 25). Deducting 
21 from 84, Mr. Harkins concluded that rates on 63 equipments had not been 
changed. As shown above, this is not correct. 

In arriving at the figure 84, Mr. Harkins must have counted every rate listed 
in the Schedule of Standard Royalty Rates, even though some were alternative 
rates (either a dollar amount or a percentage figure) applicable to the same 
equipment. 

Accordingly, using Mr. Harkins’ method of computing the number of rates, 
there are 84 royalty rates applicable, however, only to 66 equipments. The 
larger number of rates stems in part, as indicated, from the existence of alterna- 
tive rates with respect to certain equipments, and in part from the fact that as 
respects certain equipments special rates are applicable to sales to the United 
States Government. 

Mr. Harkins. But if this comparison is correct, A. T. & T., despite 
the fact that all the predecree patents were made royalty-free, found 
it necessary to raise one royalty rate, and to reduce its predecree 
royalty rates with respect to only 25 percent of the equipments li- 
censed under its predecree patents? 

Mr. Moutrton. If that is correct, that conclusion follows. 

Let me just add one point, however, and that is that we were under 
an obligation to fix standard royalty rates on looking to the future. 

Those royalty rates were subject of course to review as to the reason- 
ableness at any time or any applicant under the provisions of the 
decree, and they are also subject to subsequent review by us, and those 
factors are certainly important to take into account in this connection. 
But I would see nothing unusual about only 25 percent being changed, 
because the royalty rates before were very low. 

Mr. Harkins. They were very low, but if all your patents were 
made royalty-free and you only changed the rate on 25 percent of 
them, I cannot understand why it would not be significant. 

Mr. Movutton. This was our estimate of the value of the patents 
which we would have, oe on those particular equipments at the 
end of 5 years based on this forecast. Whether this is the fact or not, 
whether they will prove out to be reasonable at that time, I cannot tell. 

In the meantime, we are giving substantial discounts and, of course, 
in the meantime receiving practically ne royalties, because it takes a 
long time from the issuance of a patent before it actually gets into use, 
and. nobody pays us any royalties unless they actually use a post- 
decree patent, and there are relatively few that have come to that 
point. 

It takes, as you know, 2 to 5 years, and in some technologies more 
than that before a patent actually is developed into commercial 
manufacture. 
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(The document referred to is as follows:) 


Schedule of standard royalty rates, June 21, 1956, effective as of Jan. 24, 1956 
(Pursuant to A. T. &€ T. Co. letter of April 18, 1950, as amended ) 


Royalty rate 
(percent) 
1. Accounting-center systems ‘ = 3 
2. Alarm equipment___ _--- sth t.«tho tetieeabars wt pienlioesan 2 
Amplifiers and loud-speaking telephone receivers of a design primarily 
adapted for use in (a@) public-address and other local sound-distri 
bution systems; (b) electric phonographs; (c) electrical organs; 
(d) synthetic-music generators; (e€) speech-input systems (including 
monitoring systems) : 
Sales to Defense Department of U. S. Government l 
Sales to others. _--- ore 
Antennas, radio 
Broad-band wire-transmission systems (noncarrier) 


~t Oo te 


) 
6. Carbon-deposited resistors ‘ . . eae 3 
7. Carrier current systems: 
Designed for frequencies not exceeding 300,000 cycles per second 
Sales to Defense Department of U. 8S. Government ‘ 1 
Sales to others_- = . 2 
Designed to include frequencies over 300,000 cycles per second but 
not exceeding 10 megacycles 3 


Designed for frequencies over 10 megacycles ‘ 6 
s. Communication lines: 
Coaxial cable. ~~ 


Land lines (including wire and switchboard cable) ¥, 
Submarine cable 4 
Waveguides ‘ 6 
9. Data-processing and computin gsystems: 
Sales to Defense Department of U. S. Government 1 
Sales to others 2 
10. Capacitors: 
Stabilized : 
Sales to Defense Department of U. S. Government I 
Sales to others 1! 
Tantalum electrolytic 5 
11. Cores, ceramic 6 
12. Crystals: 
Sales to Defense Department of U. S. Government ] 
Sales to others: 
Natural quartz 1\% 
Other (including ferroelectric) 3 
13. Depth finding and ranging apparatus, such as amplifiers, etc. : 
Sales to Defense Department of U. S. Government 1 
Sales to others_____- _ a : 2 


14. Distance actuation, control, and indication systems, wire or radio 
(excluding radio indication) : 


Sales to Defense Department of U. S. Government 1 

Sales to others_. phgihecd ; ; ; ; oe 3 
15. Electrodiathermy equipment —- : : 3 
16. Hearing aids____- \ 0 
17. Intercommunicating telephone systems: 

Sales to Defense Department of U. 8S. Government 1 

Sales to others 2 
18. Magnetic materials_____-~- : : wi ‘ 6 
19. Microphones, public-address, and speech-input : 

Sales to Defense Department of the U. S. Government 1 

Sales to others 2 


20. Outside plant equipment 


Or $7.50 per equipment, whichever is lower 
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Nchedule of standard royalty rates, June 21, 1956, effective as of Jan. 24, 


1956 
(Pursuant to A. T. & T. Co. letter of April 18, 1950, as amended )—Continued 


Royalty rate 
21. Phonograph pickups: (percent) 


Sales to Defense Department of the U. S. Government 
Sales to others- 
2”. Radio broadcast reception syste ms 
25. Radio broadcast transmission systems 
24. Radio communication systems (point-to-point radio systems, includ- 
ing radio relay systems, and mobile radio systems) : 
Sales to Defense Department of U. S. Government 
Sales to others 
Designed for frequencies not exceeding 1,000 megacycles- 
Designed to include frequencies over 1,000 megacycles but 
not exceeding 15,000 megacycles.__........_._________ 
Designed for frequencies over 15,000 megacycles. 
25. Radio indication systems (including radar) : 
Sales to Defense Department of U. S. Government _-_-_ 
Sales to others__---- ie soles 
26. Relays_- ——" = 
27. Servo systems 
Sales to Defense Department of U. S. Government. 
Sales to others... ~~~ aon ee 
28. Sound film viewing equipment 
29. Sound recording and reproducing system 
30. Sound records: To make, have made, and use equipment, and to prac- 
tice methods and processes, for making sound records, and to use 
and sell sound records 
31. Station systems 
Telephone sets and components 
Sales to Defense Department of U. S. Government-- 
Sales to others: 
Telephone set (with or without dial)....-.-..--~- 
Handset : fadinci ; 
Receiver unit ; fats 
Transmitter unit nes. 
Dial i ; 
Mounting kaa mane 
Other telephone-station appars 1tus 
Printing telegraph eee 
Television and facsimile 
Switching systems 
Electromechanical switches : 
Nonsender systems * 
Sender systems‘ 
Multistage marker systems '’° 
Other than electromechanical switches 
33. Testing and measuring equipment 
Sales to Defense Department of U. 8. Government- 
Sales to others— 
34. Thermistors . 
35. Transistors, phototransistors, and diodes (semiconductor) 
Sales to Defense Department of U. S. Government — 
Sales to others 


2 Or $10 per equipment, whichever is lower 
Same as in existing agreements 

‘ Manual, step-by-step, and all-relay types 
Panel and rotary types 

® Crossbar type 
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Schedule of standard royalty rates, June 21, 1956, effective as of Jan. 24, 1956 
(Pursuant to A. T. & T. Co. letter of April 18, 1950, as amended )—Continued 
Royalty rate 
36. Tubes: (percent ) 
Sales to Defense Department of U. S. Government_____._____-_~- 1 
Sales to others: 


(a) Cathode-ray tubes SJ Sratdoid 2 
(b) Klystrons - Pe BS. deals is2 1 
(c) Magnetrons__-_--_ PAR des See a 2 
(d) Traveling-wave tubes PUL OA 2 Se ales j 6 
(-’ Gas tubes (cold cathode) ._________- BA.2025628. 4 
(f) Other tubes : 
(i) Figure of merit 1,000 or under, diodes and power 
tubes__ aCe. Buea. ce 2 
(ii) Figure of merit over 1,000. BPI S. 136. tale 4 
ol, Vetweeree i cha cee A Palen S30) BS ee dL 2 
38. Voice-frequency wire apparatus, such as loading coils, repeaters, equal- 
izers, networks, transformers, filters, etc_...._____-______________ 5 
39. Wire program distribution equipment____.......-----_---.----_---_ 1% 


Mr. Harkins. Mr. Moulton, according to the notes Mr. Kane 
prepared for the stockholders’ meeting, prior to the decree the gross 
income from royalties under United States patents was approxi 
mately $5 million a year. 

At the committee’s request, A. T. & T. has prepared a table of gross 
receipts from its United States patent-license operations for the period 
from 1954 to 1957. On this table, the gross receipts from both patent 
licenses and technical information in 1954 amounted to $4,168,741, 
and in 1955 amounted to $3,519,308. 

Do you have any explanation for the discrepancies between the 
amount of royalty revenues set forth in Mr. Kane’s memorandum and 
the amounts set forth in the table that A. T. & T. has supplied to the 
committee / 

Mr. Mouton. No. The only explanation I have of that is that 
he, through inadvertence, put in an estimate of our total royalty in- 
come, which, you recall, was around $5.3 million, and tabbed that as 
from United States patents, and our subsequent check shows the facts 
as we have given them to you. 

Mr. Harkins. The facts are as on this ! 

Mr. Moutron. That is right, and that $5 million figure was not 
used at that meetin 

Mr. Harkins. Mr. Chairman, I offer this table for the record. 

The Cuatrman. Accepted. 

(The table referred to follows :) 


WESTERN ELEcrric Co., INC. 
Grose receipts (domestic) from patent licensing and technical information, 1954 
to 1957, inclusive 


Source of postdecree 
patent-licensing receipts | 


Year Patent Technical Total 
licensing information 
Predecree Postdecree 
operations operations 
1954 $3, 909, 309 $259, 432 $4, 168, 741 
1955 3, 302, 649 216, 659 3, 519, 308 
1956 , 521, 667 $1, 4 1; $50, 620 442, 187 1, 963, 854 


1957 210, 487 78, 768 104, 111 314, 598 
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Mr. Harkins. I note in your table that in 1955 the receipts from 
technical information sales amounted to $216,659, and in 1956 receipts 
from this activity were $442,187, and in 1957, it amounted to $104,111. 

Mr. Moutron. Yes, sir. 

Mr. Harkins. Why did the revenues from the sale of technical in- 
formation nearly double in 1956 ? 

Mr. Moutton. Actually, I think that is accounted for by two ae 
sum payments for technical information having to do with, I think, 
Alpeth Stalpeth cable of $150,000 each, and that went in there as a 
lump sum which distorts the figures in that year, so that if you elimi- 
nate those rather unusual and nonrecurring payments, you have a 
more even and accurate statement. 

Mr. Harkins. Was there any change in policy relative to pricing 
technical information which accounts for the decline in revenues from 
sales of technical information in 1957 ¢ 

Mr. Moutron. I do not know whether there was a change in policy. 

Of course, predecree we did not have the restrictions on us as to 
technical information that we did have postdecree. That is, we were 
limited to the gathering charge and a reasonable amount of aa 
ment expense, and we faite taken that quite seriously and made the 
charges postdecree quite low. 

1 think that may be part of the explanation. 

Mr. Harkins. Was A. T. & T. concerned with allegations that had 
been made that it was attempting to recoup from charges for technical 
information revenues it lost in its patent licensing activities. 

Mr. Moutron. I did not know those allegations had been made, and 
they certainly would not disturb me in the Tight of those figures. 

Mr. Harkins. It is true, is it not, that in 1956 your revenues, your 
technical information sales, the revenues from those sales doubled 
over what they had been in 1955 ? 

Mr. Moutron. That was on account of these two unusual situations, 
that isall. Take those out, there is nothing to it. 

Mr. Harkins. In your opinion, Mr. Moulton, do the compulsory re- 
quirements on furnishing technical information to licensees offer any 
advantages to independent telephone manufacturers ? 

Mr. Moutron. Paraphrasing from that document: “If they care 
to take advantage of the technical information, it would.” 

Mr. Harkins. In that connection, Mr. Chairman, I would read the 
question and answer from this document that apparently was reviewed 
by Mr. Kappel in connection with that question : 

Question No. 10. Do the compulsory requirements on the furnishing of tech- 
nical information to licensees offer any advantages to independent telephone 


equipment manufacturers? 
Answer. Not particularly, but could be of value to them if they took ad- 


vantage of it. 

Would you agree with that statement / 

Mr. Moutron. I certainly would. I think the import there is that 
up until that time they had not been taking, and it looks as though 
they might not take advantage of the technical information, but if 
they did, it would be advantageous. It is no good to somebody who 
does not want it, or does not take it. 

Mr. Harkins. A. T. & T. construes the provisions of the consent 
decree to require that technical information may be furnished only 
to companies licensed under A. T. & T.’s patents, is that not right ? 
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Mr. Mouton. That is the provision of the decree. 

Mr. Harkins. That is your construction / 

Mr. Mouton. I think the decree is very clear on that. 

Mr. Harkins. In other words, a company cannot obtain technical 
information under the consent decree unless it first obtains a license 
from A. T. & T., is that not right ? 

Mr. Mouton. That is correct. 

Mr. Harkins. However, in order to obtain a license from A. T, & T.., 
the company must first agree to a grantback of its present and future 
patents if A. T. & T. so desires, is that not true / 

Mr. Moutron. If we want them, at a reasonable royalty. 

The CHarrMan. These future patents, Mr. Moulton, are they un 
limited ? 

Mr. Moutton. Ohno, Mr. Chairman. 

The decree only permits or requires a grantback or grant eithe: 
way on future patents for 5 years. It does not go beyond 5 years. 

The Cuarrman. But they can be renewed. There is nothing to pre 
vent their renewal? 

Mr. Mouton. Well, if the applicant, if the other party wishes to 
renew, but we cannot insist on grantbacks on future patents in perpe 
tuity. It is fora period of 5 years. 

The CHairman. But any patent issued within the 5-year period 
is covered ¢ 

Mr. Mouton. Oh yes. 

The Cuarrman. In that way. 

Mr. Mourron. Yes, and they have similarly all our patents for that 
period, too. This is perfectly understandable. 

Mr. Harkins. The question of ability of a company to obtain tech 
nical information without taking out a license came up in your nego 
tiations with Sylvania Electric Products, is that not so? I would 
refer you to a document that A. T. & T. furnished in the Sylvania 
file dated May 9, 1957, and written by Mr. G, W. Merwin. What is 
his position / 

Mr. Moutton. He works in the Western Electric patent licensing 
organization. 

Mr. Harkins. Does he havea title / 

Mr. Mouton. His title is patent licensing representative, Western 
Eleetric Co. 

Mr. Harkins. Do you now have this document? The bottom of 
the second paragraph says : 

It had also been made clear to Sylvania that pursuant to the consent decree 
technical information would be furnished only to companies that are licensed 
under our patents, and this was pointed out to Messrs. Hughes and Wheeler 
(Sylvania engineers) during their visit to Allentown. 

Mr. Movuton. That is correct. 

Mr. Harkins (continuing): 

Mr. Gosnell pointed out that technical information was furnished only to 
companies which are licensed under our patents and that until Sylvania is 
licensed, we do not see how under the decree we can agree to furnish them 
technical information. 

Is that correct ? 

Mr. Moutton. That is correct. 
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Mr. Harkins. | offer this document for the record, Mr. Chairman. 

The Cuairman. It will be accepted for the record. 

(The document referred to follows :) 

May 9, 1957. 
SYLVANIA ELEcTRIC PrRopucts, INc. 
Memorandum. 

Mr. E. J. Mealon called Mr. Gosnell on May 8 from Woburn, Mass., and 
stated that the Navy wants Sylvania to bid on 5,000 No. 416—-B tubes and 
they would like to inform the Navy as to their intention to bid next week. 

We had previously offered to provide Sylvania with technical information 
subject to a gathering charge not to exceed $500 and a continuing fee for 5 
years of 6 percent of the sales price of the tubes. The technical information 
would all be decree type information and would include diagrams of the cavity 
in which the tube is tested and also test requirements but not any designs 
of the test set. We had also offered to provide technical information on ma- 
chines for grid winding subject to a payment of six-tenths of 1 percent on 
the net price of any tube employing a grid wound on the machine. It had 
also been made clear to Sylvania that pursuant to the consent decree technical 
information would be furnished only to companies that are licensed under our 
patents, and this was pointed out to Messrs. Hughes and Wheeler (Sylvania 
engineers) during their visit to Allentown. 

Mr. Mealon told Mr. Gosnell that Sylvania wants to be certain of their 
ability to secure our technical information on the 416—-B tube prior to their 
informing the Navy of their intention to bid on such tubes. After some dis- 
cussion of the matter, Mr. Gosnell pointed out that technical information was 
furnished only to companies which are licensed under our patents and that 
until Sylvania is licensed, we do not see how, under the decree, we can agree 
to furnish them technical information. In this connection, we made 2 liberal 
offers of a license to Sylvania some 6 months ago, but we understand from 
Mr. Hultquist that with Sylvania’s division setup, difficulty is being experienced 
in getting approvals from the different divisions. 

Gallus W. MERWIN. 

Mr. Harkins. Section XIV of the decree with respect to technical 
information requires A. T. & T. to furnish documentary information 
only, is that not correct ? 

Mr. Mouuron. If you mean as distinguished from oral consultations, 
that is correct. 

Mr. Harkins. | mean documentary information, drawings. 

Mr. Moutron. Yes; that is right. 

Mr. Harkins. Manufacturing drawings and specifications for mate- 
rials and parts and specifications and manufacturing drawings cover- 
ing assembly, wiring, and test requirements. That is the requirement 
of the decree. 

Mr. Moutron. That is right. 

Mr. Harkins. A. T. & T. in its licensing activities refers to this 
type of information as decree information, does it not? 

Mr. Moutron. Not A. T. & T. Western has drawn a distinction 
bet ween decree and nondecree for their own internal purposes. 

Mr. Harkins. Yes. Western is the patent licensing 

Mr. Mouton. It is Western’s technical information that is subject 
to the decree. 

Mr. Harkins. Youare right. I note your correction. 

However, I am correct that the Bell System in its technical informa- 
tion activities pursuant to the decree refers to the items specified, 
that is documentary information required by the decree as “decree 
information” is that not right? 

Mr. Mouttron. Western Electric is part of the Bell System and to 
that extent that is true. 
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Mr. Harkins. However, the decree did not require A. T. & T. to 
furnish any information on tools, machinery, methods, processes, 
manufacturing layouts, or quality controls, nor design or systems en- 
gineering data, installation or maintenance instruction, know-how, or 
Bell Telephone Laboratories information, is that not right ¢ 

Mr. Mouton. Bell Telephone Laboratories information and know- 
how, we do have to provide; and there is included in the information 
we give, a substantial amount of know-how. And if you want me to 
illustrate that, I'll be glad to do it. 

Mr. Harains. The decree—— 

Mr. Mouton. If you are drawing the line between—— 

Mr. Harkins. I am not drawing that line now. 

Mr. Mouuron. I mean if you are asking me to draw the line between 
the manufacturing drawings on the equipment and everything that 
goes with that, and the manufacturing drawings and other infor- 
mation with respect to the machinery which is used to make the 
equipment, that is a valid distinction under this decree, because the 
decree relates to equipments which Western sells to the Bell operating 
companies, and we do not sell machinery to the Bell operating com- 
panies, that is manufacturing machinery of the character that 1s used 
normally to build apparatus. 

That is a very clear line, and when you talk in terms of manu- 
facturing processes, that, as I understand it, means how you use the 
machinery pretty much, and that in turn is not included. 

But there is a good deal of technical information and know-how 
included in the drawings and specifications which we do give with 
relation to the equipments. 

Mr. Harkins. In Western’s operations the type of technical in- 
formation that is not required to be made available to licensees by the 
consent decree is referred to as “methods information,” is that not 
correct ? 

Mr. Mouton. No; I do not think it is just “methods information.” 
I think it is referred to variously. We get into all kinds of semantics 
here, and everybody seems to have their own idea as to what these 
words mean. 

But I have tried to indicate what I think is the line of distinction 
under the decree. 

Mr. Harkins. All right, sir. I refer you to a document entitled 
“Pricing Technical Information,” August 7, 1956, and refer you to 
page 3 of that document. 

Am I correct, Mr. Moulton! You are saying that the term “method 
information” is not used by the Bell System, nor Western in its opera- 
tions to designate the type of information that is not required to be 
licensed under the decree. 

Mr. Moutton. I am saying that if that is so, it is news to me. Is 
there something on this page ¢ 

Mr. Harkins. Yes; it is marked at the top. 

Mr. Moutron. I think this is a shorthand which was used for the 
purpose of the table which is attached to this document, but I have 
never heard “methods information” used as a generic term relating 
to nondecree type information. 

I don’t think it is so used. 

Mr. Harkins. You do not think it is used in Western / 

Mr. Mouton. No; I donot think so. 
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Mr. Harkins. Do you have anybody from Western here with you? 

Mr. Moutrton. Sure, and I will find out. 

The answer is they do not. 

Mr. Harkins. They do not use “methods information” ? 

Mr. Movutron. As a generic term for all nondecree information ; no. 

Mr. Harxins. Mr. Chairman, at this point, I would read the para- 
graph from a document entitled “Pricing Technical Information,” 
that I referred to. And I would note for the committee that there are 
numerous documents that we have that used this division, and it is 
certainly counsel’s opinion that these documents reflects a use of 
terminology in Western’s operations as between “decree information” 
and “methods information.” I will read this. 

The Cuarrman. What is the date of this? 

Mr. Harkins. This is dated August 7, 1956. 

The CuatrmMan. By whom is it written ? 

Mr. Harkins. There is no indication of by whom it was written. 

The CuatrMan. That was submitted to us by the Department of 
Defense ? 

Mr. Harkins. No, this was submitted to us by Mr. Cox or by the Bell 
System. 

Mr. Mou tron. It is from our files, Mr. Chairman, there is no ques- 
tion of that. 

Mr. Harxrns (reading) : 

A breakdown of the standard costs as previously determined is shown in the 
first column. The distribution of these costs between decree (D) and methods 
(M) information is shown in the second and third columns. Under the decree 
a person licensed under our patents for an equipment is entitled to purchase 
“manufacturing and drawings and specifications of the materials and parts * * *, 
and manufacturing drawings and specifications covering the assembly, wiring, 
and acceptance test requirements * * *.” All other technical information should 
be classified as methods type. Is it your testimony, Mr. Moulton, that in their 
operations Western does not divide technical information into “decree informa- 
tion” and “methods of information”? 

Mr. Mouttron. We divide it into decree and nondecree, as I under- 
stand it. “Methods information” is a new term to me, and apparently 
a new term to people here, as being a standard term used generally in 
the day-to-day workings of the business. 

Now that is what I think you are asking me for. I see it was used 
here, and defined. But it reminds me of Alice and Humpty Dumpty. 
Words mean what you mean them to mean. 

Mr. Harxins. I believe, Mr. Moulton, that there has been a course 
of action in the patent—at least reflec ted from the documents we have 
here—patent information licensing operations that shows a division 
between “decree information” and “methods information.” 

Mr. Movutron. It is news to me. 

Mr. Harkins. It is news to you / 

Mr. Mouton. News to me. 

(The document referred to is as follows :) 
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FRIGIRG TROHMICAL JEPORY ATION 


In the simplest cases, Western's technical infor- 
mation will be per for by applying a standard fee to the 
eae fair market value of the equipzent for 
which the ormeation is supplied. The standari fees are 
given in "Report of the C ttee on Determinetion of Charges 
for Technical Information Furnished Unier the Consent Judgment", 
May 9, 1956, Page 4+, Column "e* of the table. 


Sometines, however, payments under the above rule 
would be too high. The standard fee applied to the full dase 
would assume that all of Western's technical informstion is 
evaileble to the licensee. ilowever, some of the information 
may relate to machines, tools, methods and processes and the 
decree joes not require the ilcensee to accept nor vestern to 
furnish such information. As stated in the iecree, technical 
information te be furnished shall consist of manufacturing 
drawings and specifications of the masterials and parts, and 
menufacturing drawings ani specifications covering the assexbly, 
wiring and acceptance test requirements. 


Gutlined herein is a method which Jescribes the 
jJuigments required when it appears that the bese, to which the 
standard rate is applied, may be too oroai ani where lower 
payments would be in order. 


The first step in pricing technical informstion 
for a specified equipment is to divide the stendard costes -per- 
taining to the equipment into the following caterories: 


1. Components per se 


Tris is that portion of the informetion which 
relates to the design, manufacture ani inspection 
of the individual piece parts cnd components. 
Such information is usually found in Pirce Part 
Drawings, Material Specifications, Route sheets 
and Shop Inspection Drawings, as well as in 
specifications for completed components. 


¢. Gomponents 28 Related to the Eguingent 


This portion establishes the relationships which 
exist between the piece parts and components, and 
the completed equipment. It is usually found in 
Assembly Drawings, Bills of Material, ani /iring 
Diagrams. 
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3- Eaprisaiion 


This portion relates to the building of the 
equipment using the appropriate piese parts 
and components. It is usually found in 
Assembly Drawings and “iring ory and 
in Layouts, Flow Charts, Floor Plans and 
Process Instructions. 


4. Adjust and Test 


This portion relates to the adjusting and 
testing required to complete the equipment and 
is usually found in Adjustment Manuals, Training 
Manuals, shop Inspection Drawings, Inspeetion 
Me thod Instructions Test Equipment Drawings and 
Test Equipment Requirements. 


The information should next be iiviied into twe 
elements: 


l. Drawings and specifications descriptive of the 
equipment itself and its elements, (decree t 
information represented below by the letter D). 


2 Drawings and specifications relating to machines, 
tools, methods and processes used in the course 
of ganufacture (non decree or cethods t infor- 
mation represented below by the letter M). 


Help in correctly dividing the information into the 
proper categories should be sought from the &. of M. and 
Accounting. 


After apportioning the information as described 
above, it is helpful to arrange it in chert form for pricing. 
A tabulation which illustrates this procedure is shown delow 
(explanations follow the chart): 





ue . t a § iif & oft 9 

etd. Division Availe- 
Cost of Cost ability wharge - % 
it. DR KD RK 2k Re 
Components per se 30 20 «(8 5o 6 3 da Ag 

Components rel. to 

equipment 20 100 0 100 100 «620 o 2 
Fabrication my 50 50 100 100 20 20 © 
Adj. and Test. 0 86 20 10010 .£ 2 1 
100 i fh 8 
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A bdvreakiown of the stendari costs as sreviously 
determined is shown in the first column. [he iistribution 
of these costs between Jecree (D) and methois (M) information 
is shown in the second and third column. Under the jecree a 
person licensed unier our patents for an equipment is entitled 
to purchase “manufacturing drawings and specifications of the 
materials end parts .weseoe,y and menufact ring drawings and 
specifications covering the essenodly, wiring ani accertance 
test requirements ..ceee". All other technical informetion 
shoulu be c!assified as methods type. 


For practical purposes the decree end nethods 


type information should be iivided by using one of the 
following sets of figures: 


“so Ib6 


20 80 
0 50 
0 20 

100 0 


In some cases a portion of the tee inical informetion 
may not be availsble to the licensee. for example, we gay not 
have the legal right to furnish certain information acquired 
from others. Columns 4% andi 5 should only be used in such 
cases. 


Columns 6 and 7 show the charges as calculated by 
multiplying column 1 by column J ani column 1 by column § 
taking the availability into account when necessary). Column 
is a total of coluzns 6 and 7. 


To calculéte the continuing charge to be quoted 
to the ap; licant consult Exhibit "D* in the "Report of the 
Committee on Veterminstion of Charges for Technical Infor- 
metion." Determine the Projuct Class into wnich the equip- 
ment a’ then consu.t column e on Page & of the same 
report to determine the rate for the proiuct cless. 


If the ap; licant is to raceive only Jecree type 
information he should be quoted the full rate for the proiuct 
Class of the equipment with such rete to apply to a portion 
of the net selling price or fair market value of the product. 
Referring to the chart, if the rate for the equipment peing 
priced is 7.6% then tris rete would be eappliei to 51% of the 
net selling price (the figure st the bottom of column 6). 

If the applicant is to receive both decree ani nethois type 
information the 7.6% rate wouli be applied to 85% (column 8) 
of the net selling price of tne equipment. 
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be 


Irn, cases where the applicant io%8 not request ell 
of the evailiole information t:is portion should be eliminated 
tron the fee. Again referring to the chart, assume thst the 
figures eprly to a coz, lete system anid tnat the applicant does 
not want inforcation on certain cogponents per se such as vacuum 
tubes, capacitors and relays. In tnis case the figures in 
column 6 should be reduced by that portion wnich applies to 
the nazed conjponents, 


nefore quoting a rete, the patheriny costs should 
oe ietermined so that the apylicant may be iniormed of these 
charges et the same tize. The F. of *. should be requested 


by sero: anius to furnish these i eurees The lreseery-end 
Jonptroller Orgenisetiony sate in + that $700.00 be shrtd 
aiiei to the “. of “. gatheriny costs to cover ares Patent Sane, 
andi /ccounting expenses, eni tnet 17% of the BE. of WM. figure 

shuuli be aiijiei to cover Fatent Licensing expenses. Dis- 

cretion should, of course, be used in ap;liyiny gethering charges. 
€quiteble principles are to ne followed in slloceting gather- 

ng charges among recijients of the sare technical information. 
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August 7, 19% 
\ a i 
Pricing Technical [nformation 
Gathering Costs 
E. of Me = Gages $345. 
Tel.Set 500 
$645. 
Pat. Lic. (17% Kk. of M.) 145. 
Other (legal, acctg., etc.) 700. 
#1,690. 
Quote — Not to exceed 
Continuing Fee 
Gages - (Class other) Rate 7.6% 
Base 60.04 
Equivalent to 6.1% 
Tel Set (Class station) Rate 3.9% 
hase 74.08 


Equivalent to act 
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Mr. Harkins. But you do say you make a different distinction be- 
tween “decree information” and “nondecree information” ? 

Mr. Moutton. Yes, sir. 

Mr. Harkins. Of the two types of information, which is the more 

valuable to the ‘applic ant, the decree type or the nondecree type? 

Mr. Movtron. To the ordinar y manufacturer who knows his busi- 
ness, I would say that in 99, or a very large percentage of the cases, 
the decree information is all he needs to manufacture the product. 
and therefore, that is of value to him, and the information as to 
machinery and tools, which as I have said, are not sold to the Bell 
System companies and are not therefore within the scope of the de- 
cree, is of little or no interest to him. 

There may be instances where there is an interest in the machinery 
itself, and there have been instances, but I would think in answer to 
your question that the decree information was of the greatest signifi- 

cance. Certainly without the decree information the nondecree in- 
formation is in practically every case of very little value, also. 

Mr. Harkins. With respect to this document, Pricing Technical 
Information; who prepared this document ? 

Mr. Movutton. I do not know. 

Mr. Harkins. Could you find out and submit it for the record, 
please ? 

Mr. Mouton. I’m sorry, sir, we are unable to tell you. We will 
attempt to make a check—— 

Mr. Harkins. Will you submit it for the record ? 

Mr. Moutton. And see if we cannot find out, but there is no name 
on it, and the people here do not know. 

(Subsequently Mr. Moulton supplied the following :) 

The memorandum is entitled “Pricing Technical Information,” and was pre- 
pared by Mr. E. T. Baldwin, patent license engineer, Western Electric Co. 

Mr. Harkins. Do you have a document attached to a letter dated 
December 10, 1956, from Mr. P. R. Brousse, to Mr. W. L. Brown, and 
it is entitled, “Report of the Committee on Determination of Charges 
for Technical Information Furnished Under the Consent Decree?” 

Mr. Moutrton. Yes, I have it. 

Mr. Harkins. On page 6 of the attachment there, have you come 
to page 6, the paragraph in the middle, the last two sentences. Does 
this indicate that the nondecree type of technical information is more 

valuable than the decree type / 

Mr. Moutton. Which? 

Mr. Harkins. This study determined that 14 percent of Western’s 
engineering costs is applicable to technical information required 
under the consent decree and 42 percent is applicable where both 
kinds of information was furnished. 

Mr. Mouton. Not to me it doesn’t. This talks in terms of West- 
ern’s engineering costs. 

Mr. Harkins. On the charges for technical information based 
on Western’s engineering costs, is 14 percent of those costs attributa- 
ble to technical information required by the decree, and 28 percent 
of the costs attributed to technical information that is not required 
by the decree ? 

“Mr. Movtron. You are now talking in terms of the effort which 
Western’s engineers use in connection with the machines and methods 
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and processes for manufacturing, and I am not surprised since they 
are in the manufacturing business that those charges are reasonably 
substantial, but this does not go to the question of the value to others, 
because others in the manufacturing business have the same situation. 
They have their own machines. They have their own engineering 
costs, and what we are dealing with, I thought your question dealt 
with, was the relative value—— 

Mr. Harkins. Yes 

Mr. Mouton. To the applicant for technical information, and my 
statement is not changed by this, because in most cases the manu- 
facturer would have and would prefer to do it in his own way rather 
than to do it somebody else’s way. And what he needs are the manu- 
facturing drawings and specifications as to materials and acceptance 
and test equipment on the equipment itself which is the end product 
which is being manufactured. 

Mr. Harkins. Now Mr. Moulton, the thrust of these questions is 
to determine how Western values the technical information that it 
makes available under the decree 

Mr. Movtron. All right. 

Mr. Harkrns. And the technical information that it is not required 
to make available under the decree. 

Am I correct that your position is this: That Western believes that 
in pricing technical information in its operations, that the informa- 
tion required by the decree is more valuable than the information 
that it also sells but which is not required by the decree? 

Mr. Movutron. If you are talking in terms of value to the re- 
cipient 

Mr. Harkins. I am talking in terms of yalue to Western at this 
point. 

Mr. Mouton. Value to Western or cost to Western ? 

Mr. Harkins. Value to Western. 

Mr. Moutron. I would say that I could not say that if Western did 
not have the manufacturing drawings, the equipment that they have, 
I mean the machinery, would be of any value, and vice versa. 

Mr. Harkins. I am not talking about value in Western’s operations 
in running its own shop. We are talking about value in Western’s 
operation in selling it to somebody else. 

Mr. Moutton. If you mean the cost to somebody else—— 

Mr. Harkins. Somebody is going to pay for it. That would be his 
cost. Maybe we are in a semantic difficulty. 

Mr. Moutron. That is what I think we are in. 

Mr. Harkins. What does Western consider more important, the 
technical information that is required to be sold under the decree or 
the technical information that it also sells but which is not required 
to be sold under the decree ? 

Mr. Moutton. I think the most important thing that we have are 
the manufacturing drawings and related specifications for the equip- 
ments which we make, because if we did not have those, and those 
are the result of long processes of trial and error, if we did not have 
those, everything else would not be of any value for the manufacture 
of that equipment, so that in terms of importance and value, I think 
nan are the basic things, and I am sure anyone would agree with 
that. 
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Mr. Harkins. And then you are saying that the documentary in 
formation required to be sold as technical information under the 
decree is the most important; is that right? 

Mr. Mouton. I am saying that without it, nothing else has any 
value atall. That is what I am saying. 

Mr. Harkins. But of the two packages, which is the most valuable / 

Mr. Mourton. To me the decree information is the most valuable 
because if you do not have that, you cannot make anything. It is 
valuable in the sense that I have used it. The rest is valueless unless 
you have the decree information. 

Mr. Harkins. But the decree information is documentary infor 
mation. 

Mr. Mourron. Yes, it is documentary. You must remember 
this—— 

Mr. Harkins. It is true, is it not—did you want to qualify your 
answer ¢ 

Mr. Mouuton. I just want to put this to you, and that is that 
we have, just as a rough estimate, some 50,000 items of assembled 
apparatus equipment, and that includes many piece parts, and there 
are manufacturing drawings and specifications with reference to each 
one of those. 

Those are the end products. Those are the things that if you do 
not have them, you cannot make anything of this character, and that 
encompasses an awful lot of papers and a lot of information, and that 
is what in effect we are required to provide. 

(The document referred to is as follows :) 

DECEMBER 10, 1956 

Mr. W. L. Brown : 

Attached for your review is a report dated November 28, 1956, entitled “Re 
port of the Committee on Determination of Charges for Technical Informa 
tion Furnished Under the Consent Decree.” 

It is proposed to use this report as the basis of charging for technical infor 
mation. I should like to go over this report with you when I return from 


vacation. 
P. R. BRousse. 


Attachment. 


REPORT OF THE COMMITTEE ON DETERMINATION OF CHARGES FOR TECHNICAI 
INFORMATION FURNISHED UNDER THE CONSENT DECREE 


On February 10, 1956, a committee comprised of N. C. Simpson, J. W. Myers, 
S. E. Brillhart, E. F. Naramore, C. I. Baker, W. A. DeJonge, and H. Latimer 
began its study of determining fees to be charged in technical information agree 
ments entered into with patent licenses under the provisions of section XIV of 
the consent decree. 

Subsection (D) of section XIV of the consent decree covering this subject 
reads as follows: 

“The reasonable charge or charges permitted by subsection (C) of this 
section XIV shall be designed to reimburse the defendants or the applicant for 
the cost of gathering and reproducing the information furnished and for that 
proportion, if any, of the development expense that is reasonable and is properly 
allocable to the class of equipment with respect to which the information is 
being furnished. The amount by which such charge or charges collected by 
defendants shall exceed the cost of gathering and reproducing such information 
shall be credited to the development and related engineering expense accounts 
of Western.” 

The committee’s problem was twofold, i. e. (1) how to determine the cost 
of gathering and reproducing the information to be furnished, and (2) to 
ascertain that portion of the development expense that is reasonable and is 
properly allocable to the class of equipment with respect to which the informa 
tion is being furnished 





CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 2703 


The first part of the problem appears to be quite straightforward. The 
incurred costs for gathering and reproducion of the information to be fur- 
nished would be comprised of three main parts as follows: 

1. Cost of reediting drawings and specifications. 

2. Cost of reproducing drawings and specifications. 

3. Cost of verification of information by Western’s engineering organiza- 
tions before forwarding to licensee. 

In quoting the charge to an applicant, an estimate of the total of the above 
factors will have to be available for negotiating purposes so that the applicant 
can decide whether or not he wants to go ahead. Patent licensing will allocate 
the gathering charges among applicants, where there is more than one applicant 
at a given time for the same information. The estimated figure would be pre- 
sented to the applicant on a not-to-exceed basis and should the incurred cost 
ultimately prove to be less than the estimate, he would be billed incurred 
cost only. 

The second part of the problem, namely the determination of the proportion 
of development expense which is reasonable and properly allocable to the 
class of equipment with respect to which the information is being furnished is 
more complex. The committee felt that the practices used in recovering de- 
velopment costs in pricing by Western should be followed; and accordingly 
the 20-year development and related engineering costs by product classes may 
be used as a takeoff point for the determination of charges for technical in- 
formation. In determining such charges, in this way, no part of development 
expense borne by A. T. & T. is included. 

These 20-year costs apply only to standard telephone products less supplies. 
Accordingly, they already exclude supplies, nontelephone products, special engi- 
neering for the United States Government, deep-sea cable, and Bell Telephone 
Laboratories’ engineering and manufacturing services directly billable to cus- 
tomers. However, they do inelude BTL patent expense, quality assurance, royal- 
ties paid to others, and AH repairs, which elements would not benefit a 
licensee. Therefore, these items have been excluded in this study separately 
for each product class for each year of the 20-year base. 

In addition, it was recognized that even with these exclusions the costs still 
include certain other elements which relate to services solely for Bell System 
companies and, therefore, are not of benefit to a licensee. In order to de- 
termine these elements, detailed studies were made of Bell Laboratories’ 
development cases billed to Western for the years 1948, 1951, and 1955. These 
3 years were selected as being most representative for the postwar period. The 
average of these exclusions for the 3 representative years by applicable product 
classes was then applied to reduce the costs for the entire 20-year period. Typical 
cases excluded were the analysis of returned station apparatus and develop- 
ment of distributing house repair shop procedures, engineering on equipment 
orders, and Bell System practices. A summary of the actual cases excluded for 
the representative years is shown in exhibit A. 

Further reductions were made for two additional elements of BTL costs: 
One is for costs incurred in the making of inventions. On the theory that some 
portion of our patent royalty rates reflects the cost of making inventions, this 
reduction would avoid double compensation. 

The second reduction is for BTL costs relating to machines, tools, processes, 
ect., which costs apply to non-decree-type information only and, therefore, 
cannot be passed along to an applicant requesting only decree-type information. 

The Bell Laboratories furnished maximum estimates for these reductions as 
shown in exhibit B. Also shown in exhibit B are the applications of these reduc- 
tions by product classes to rates developed from the material described earlier 
in this report before these two reductions were made. 

As an illustration of how all of the foregoing reductions were applied to each of 
the 20 years, the attached exhibit C shows for the year 1955 the analysis of 
BTL billing to Western and other development costs, indicating the items ex- 
cluded, to arrive at the applicable BTL development costs included in the 20-year 
study. 

Having established BTL development costs, the committee dealt with the por- 
tion of Western’s related engineering costs to be reflected in the continuing fee 
for technical information. The application of this factor was broken down 
into two separate elements as follows: 

1. That portion which would be applicable when the licensee is to be 
furnished only the technical information required by the consent decree. The 
information required to be furnished is confined to manufacturing draw- 
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ings and specifications of the materials and parts comprising the licensed 
equipment and manufacturing drawings and specifications covering the as- 
sembly, wiring, and acceptance test requirements of such equipment. 

2. That portion to be applied in instances where it is decided that we will 
furnish information beyond that required by the consent decree such as 
drawings and specifications covering machines, tools, processes, etc.; and 
the furnishing of other know-how, such as technical consultations, ete. 

In order to arrive at costs applicable to elements (1) and (2) above, it was 
necessary first of all to break down by product classes the incurrences for the 
preceding 20 years of Western’s related engineering costs. As the basis for this 
breakdown, corresponding loading recoveries in standard shop costs by product 
classes were used for the years 1940—55, inclusive, the only years for which such 
data were available. For the missing years, i936 through 1939, the averages for 
the available years were applied. 

As in the case of BTL development costs, Western’s related engineering costs 
also included costs for elements which would not benefit a licensee and, there- 
fore, must be excluded from the costs to be applied under items (1) and (2) 
above. In arriving at these exclusions, the E. of M. made a study of these costs 
by functions as incurred during the year 1955. This year was chosen because 
it was the only year for which the necessary data were available in sufficient 
detail. Because of this limited 1-year data, the year 1955 figures were ration- 
alized to reflect normal conditions as nearly as possible. This study determined 
that 14 percent of Western’s engineering costs is applicable to technical informa- 
tion required under the consent-decree (item (1) above) and 42 percent is 
applicable where both kinds of information are furnished (items (1) and (2) 
above). Details of this portion of the study are outlined in exhibit D. 

The rates resulting from the foregoing studies of BTL development and 
Western’s related engineering costs are summarized by product classes as fol- 
lows: (The base for these percentage rates is in terms of Western’s selling 
price.) 

Rates for technical information 


Bell Telephone E. of M. Total develop- 


Laboratories engineering ment and engi- 
development neering Develop- 
ment+ 
| engineering 
Product class Non- Decree Non- Decree Non- Decree | base rates 
decree infor- decree infor- decree infor- | for product 
infor- |mation| infor- | mation! infor- | mation| pricing? 
mation mation mation | (6+d) 
(a+c) 
(a) (b) (c) (d) (e) (f) (g) 
Copper line wire 0.4 0.2 0.4 0.2 1.5 
Exchange and toll cable 0.1 0.4 | 4 2 5 6 2.0 
Rubber covered wire 1 4 4 2 5 .6 2.0 
Switchboard cable and wire 1 o” 4 2 5 6 2.0 
Clearing products: 
Steel wire and strand __- 1 5} 3 a 4) “f 2.0 
Pole line hardware l 9 | 1.0 5 1.1 1.4 4 
Other protection and outside | 
plant I 9 | 1.0 5 1.1 1.4 | 4.8 
Telephone booths 2 1.9 .4 2 .6 21) 4.5 
Other station_._. 2 1.8 1.0 5 1.2 2.3 6.3 
Switchboard transmission 1.3 6.8 1.1 5 2.4 7.3 | 18. 6 
Tubes and allied products__- 1.3 6.8 1.1 5 2.4 7.3 18.6 
Common appliances and equip- 
ment 6 3.6 42 5 1.7 4.1 10. 4 
Dial equipment 6 3.6 1.1 5 | ce 4.1 10. 4 
Manual equipment 6 3.6 1.1 5 1.7 4.1 10.4 


! Lists of products ineluded under these product classes are itemized in exhibit E. 
2? Column (g) lists current base rate factors used in pricing Western's telephone products, which are shown 
for comparison purposes only. 


Rates for technical information are in general to be applicable to the net 
selling price of products made using such technical information. There will, 
however, be instances where lump sums or unit charges will be more appro- 
priate, both for the applicant and for ourselves, and these situations can be 
satisfied by using the rate data to develop such charges. 

Where technical information was supplied before the consent decree, it was 
the general practice (although there were some exceptions) to make rates 
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applicable over a 5-year period. It is recommended that this general practice 
be continued, although it must be recognized that there will be exceptions. 
Longer periods may be used in special cases. 

It is anticipated that because of the varying scope of the technical informa- 
tion which may be requested, judgment will be required in the use of the rates 
developed. Where judgment is required it will be exercised jointly by the 
organizations of the chief engineer, the E. of M. and patent licensing. 

As an example wherein the fixed rates may not apply, a request may relate 
to technical information as specified in the decree, but may ask for only a 
portion of the information allowed under the decree. If it proves to be prac- 
ticable to accede to such a request, a lower rate may be in order for such 
portion of the information. 

Insofar as machines, tools, processes, etc., are concerned, the technical in- 
formation for which is of nondecree type, we get many requests for bits and 
pieces, such as requests for drawings on cable stranders, drying process for 
exchange cable, braking mechanism for high-speed twisters, pulp insulation 
process, Alpeth and Stalpeth cable sheaths, etc. If Western decides to provide 
such information, a rate for it will have to be established which is an appro- 
priate fraction of the rate which would apply if all nondecree information for 
exchange cable were supplied. 

In the course of the study additional points arose, and were dealt with as 
follows: 

1. No gathering charge or sum in lieu thereof will be made against a supplier 
having technical information on hand and requesting the right to use it for his 
general business purposes. This does not preclude the application of an appro- 
priate charge to cover such use of the technical information. 

2. KS specifications or other technical information furnished to suppliers 
may be furnished to all applicants without regard to the fact that such informa- 
tion may not relate “‘to equipment manufactured by Western” within the scope 
of section XIV (B) and may not be subject to the compulsory furnishing 
ordered by section XIV of the consent decree. 

8. A recipient of technical information will not be allowed to transfer infor- 
mation to his suppliers, except where the information is for procurement (as 
for raw materials) and is not manufacturing information, unless he has 
Western’s consent in writing to go farther, which we are prepared to grant 
on reasonable terms. 

4. In covering the question of keeping the rates up to date, it was the opinion 
of the committee that because the rates were based on a 20-year moving aver- 
age, fluctuations from year to year in development and related engineering costs 
would have little effect on the average and it therefore would be necessary 
to make a review only at 5-year intervals. This review would confirm the 
reasonableness of the rates then in use or demonstrate the need for revised 
rates as dictated by the facts disclosed. Such revised rates would be applied 
in all new and supplementary technical information agreements except as 
provided in paragraph (6) below. 

5. Where supplementary information is furnished in years following the 
furnishing of the original package, each lot of supplementary information will 
entail an appropriate additional obligation for payment. 

6. Information once furnished which is requested by a second applicant shall 
be subject (in addition to the gathering charge) to the Same rate charged to the 
first recipient even though a higher standard rate had become effective for in- 
formation on the underlying class of equipment, providing either that such 
information had not been revised or changed since first issued or, if it had, 
that the second applicant had requested it in the precise form in which it 
was issued to the first recipient, assuming that it is in existence and in our 
possession in that form. 

7. Where information is requested by an equipment licensee for one or more 
components of such equipment, it will be furnished without requiring the :ppli- 
cant to become licensed specifically for the components as such. The standard 
rate for information on each component will be charged and this will be ap- 
plied to the fair market value of the component. 

8. The following guides are suggested in relation to requests for a part of 
the information relating to an equipment where it is decided that the requested 
part of the information can be separated from the whole and supplied : 

(a) Where information is requested for a system minus information per- 
taining to named components such as vacuum tubes, capacitors, relays, etc., 
it may be furnished at the standard rate for information on the system 
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which will be applied to a base of the selling price of the system adjusted 
for the omissions. 

(6) Where a portion of a package of information for a system or equip- 
ment is requested and this portion is diffused generally throughout the sys- 
tem, the charge will either be the standard rate applied to a royalty base 
set by judgment at something less than the net selling price of the equip- 
ment, or a shaded rate set by judgment applied to the net selling price of 
the equipment. 

The foregoing guides relate to situations which already have been experienced. 
Additional guides will be developed as required for new situations. 
C. I. BAKER. 
L. E. BENNETT. 
W. A. DEJONGE. 
J. H. Gvover, Jr. 
H. LATIMER. 
J. W. MYERs. 
E. F. NaRAMORE. 
N. C. SIMPSON. 
NOVEMBER 28, 1956. 
EXHIBIT A 


Development cases excluded from development rates for representative years 
1948, 1951, and 19565 


Bell Lab- 
oratory Year 1955 | Year 1951 | Year 1948 


Case No. 


35460 | Preparation of Bell System practices for initial condi- | 
tioning and reconditioning for central office and pri- 


| 
vate branch exchange equipment | $360,035 | $290, 109 $216, 143 
37669 | Engineering information and recommendations on | 
equipment orders . 570, 129 | 429, 328 | 522, 573 
38145 | Analysis of returned station apparatus and develop- | 
ment of repair shop procedures 43, 627 40, 140 24, 825 


14322 | Preparation of Bell System practices for recovery and 
repair of telephone apparatus and maintenance of sta- 


tion apparatus 0 10, 030 5, 243 
38416 | Improved operator’s metal chairs 0 0 7,015 
| 
Total exclusions 973, 791 769, 607 | 775, 799 
Current year applicable development before exclusions 30, 078, 400 20, 177, 000 21, 354, 500 
Percent exclusions to current year development 3.3 | 3.8 3.6 
Average percent exclusion for combined years 1948, 1951, 


and 1955. 3.5 


EXHIBIT B 


Estimates furnished by Bell Telephone Laboratories of its development effort for 
machines, tools, processes, etc. (nondecree) and for invention 


Development for Western Electric Co., 


Ine 
Type of development effort Percent distribution of 
effort Percent 
time on 
invention 
Decree Nondecree 

Research, Western only 55 45 40 
Switching and transmission development 84 16 39 


Outside plant, station, audio and power development 95 5 | 21 
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Effect of applying foregoing factors to Bell Telephone Laboratories development 
rates* for technical information 














| 
| Reduction | Resultant 
BTL devel- Reduction | formachines,| BTL devel- 
| opment for | tools, proc- | opment rates 
Product class rates before | inventions | esses, etc. (decree 
| reductions | (nondecree | information) 
| | information) | (a)+(b)+(c) 
| | 
| (a) | (b) | (ce) (d) 
Ba ‘ lacie r is . 
Exchange and toll cable de | 0.5 0.1 |. 0.4 
Rubber covered wire 5 | a 4 
Switchboard cable and wire 5 on | t 
Clearing products: 
Steel wire and strand s on 0.1 9 
Pole line hardware ‘ 1.3 .3 | oa | 9 
Other protection and outside plant 1.3 | -3 | 4 9 
Telephone booths 2.7 | .6 | ia 1.9 
Other station. 2.5 .6 a 1.8 
Switchboard transmission -- 12.7 4.6 1.3 6.8 
Tubes and allied products 7 12.7 4.6 | 1.3 6.8 
Common appliances and equipment 6.2 2.0 | .6 3.6 
Dial equipment 6.2 2.0 .6 3.6 
Manual equipment 6.2 2.0 | 6 | 3.6 
! Percentage rates related to selling price. 
EXHIBIT C 
Beli Telephone Laboratories development costs applicable to technical informa- 
tion furnished under consent decree using year 1955 as an illustration 
Dollars Line 
in thou- No. 
sands 
Total Bell Telephone Laboratory billing to Western for year 1955 $80. 467 1 
Not applicable to technical information 
Engineering and manufacturing services billable to customers 
U. S. Government $36, 351 
Other customers 1, 340 37, 691 2 
Special engineering for U. 8. Government 10, 139 3 
Bell Telephone Laboratories expense of moving employees to branch laboratories 
at works locations 161 4 
Supplies development 1, 066 5 
Quality assurance 791 6 
Bell Telephone Laboratories patent expense 987 7 
Deep-sea cable (including transatlantic) 589 8 
Total not applicable per above (lines 2 through 8) 51, 424 y 
Net applicable Bell Telephone Laboratories effort before reductions (1 minus 9) 29, 043 10 
Western development costs applicable to standardization of equipment specifications 
(Z) 3, 362 ll 
Total applicable development costs before reductions 32, 405 12 
Reduction for case exclusions based on years 1948, 1951 and 1955 (3.5 percent per 
exhibit A applied to line 10) 1,017 13 
Reducticn for inventions 10, 743 14 
Reduction for machines, tools, processes, etc. (Nondecree information) 3, O91 15 
Total applicable development costs for year 1955 (12 minus (13+14+15)) 17, 554 16 


Z—For convenience, this expense factor is reffected in rates designated as Bell Telephone Laboratories 
development under col. (b) on p. 7. 

The following Western development cost factors were considered to be not applicable to technical 
information 


Bell Telephone Laboratories reconversion accrual $220 
Western patent expense 837 
Royalties payable 1, 155 
Royalty income credit (2, 327) 


Total (115) 
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ANALYSIS OF ENGINEERING Errort Not BILLABLE TO LICENSEES 


TECHNICAL INFORMATION 
1. Cost reduction. 
Cases covering improved methods 


and tooling, better material usage, etc., 
which do not result in drawing changes. 
Such cases involve effort ranging from 
the development of simple tools and 
fixtures to facilitate or supersede 
manual operations, progressive tools to 
perform operations in sequence super- 
seding single operation tools, to semi 
and fully automatic equipment to com- 
bine parts manufacture and assembly of 
apparatus components. Also, cases 
affecting reproduction processes, im- 
proved material handling facilities, 
statistical sampling inspection, pur- 
chase versus manufacture of materials 
and vice versa, reduced maintenance, 
reduction in works service expenditure 
for fuel, janitor work, tool and machine 
construction and repair, ete. 

2. Other development. 

Cases involving considerable effort for 
the development of processes and facili- 
ties required for the manufacture of 
new products but having only an inci- 
dental effect on product design. Such 
cases are those covering wire spring 
relays. Cases involving a higher pro- 
portion of billable effort are exemplified 
by the Kearny projects on carrier and 
microwave systems involving coopera- 
tive product development in addition to 
manufacturing and testing methods and 
facilities. Other cases involving minor 
billable effort are those involving effort 
of broad applicability not related to a 
particular product and cases directed 
toward meeting engineering require- 
ments or improvement of quality of 
existing products. 

3. New and changed designs. 

Routine planning for piece part manu- 
facture, assembly, and inspection where 
existing types of plant will be used. 
Selection, procurement, installation, and 
prove-in of existing types of plant. 
Engineering, requisitioning, and tryouts 
of standardized types of tools and gages. 
Preliminary engineering of factory lay- 
outs, material handling, and storage 
facilities. Collaboration with plant 
engineers in determining requirements 
for production and employee services. 
Preparation authorization, scheduling, 
and control work. 

4. Capacity changes. 

It is not considered that this effort 
will have any effect on manufacturing 
drawings or specifications and accord- 
ingly, no portion of it would be billable. 


>». Shop assistance and 
6. Shop difficulties. 


TECHNICAL INFORMATION AND MANUFAC- 
TURING KNOW-HOW 


Cases affecting reproduction pro- 
cesses, improved material handling 
facilities, statistical sampling inspec- 
tion, purchase versus manufacture of 
materials and vice versa, reduced 
maintenance, reduction in works serv- 
ice expenditures, etc. 


Cases of broad applicability not re- 
lated to a particular product and effort 
directed toward meeting engineering re- 
quirements or improving quality of ex- 
isting products. 


Procurement, installation, and prove- 
in of existing types of plant. Requisi- 
tioning and tryout of standardized types 
of tools and gages. Preliminary engi- 
neering of factory layouts, material 
handling, and storage facilities. 

Collaboration with plant engineers in 
connection with production and em- 
ployee services. Preparation authoriza- 
tion and control work. 


A small portion of this effort is con- 
sidered billable to licensees purchasing 
know-how since some improvement in 
methods is affected when manufacture 
is reanalyzed for changed capacity. 
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ANALYSIS OF ENGINEERING Errort Nor BILLABLE TO LICENSEES—Continued 


TECHNICAL INFORMATION TECHNICAL INFORMATION AND MANUFAC- 
TURING KNOW-HOW 


The above classifications distinguish Effort directed toward proper or more 
between effort resulting respectively efficient use of facilities, determination 
from conditions for which the shop or that materials are outside limits, ete. 
the engineers are held responsible. Not 
billable would be effort directed toward 
proper or more efficient use of facilities, 
or determination that materials are out- 
side limits. Also, conditions requiring 
changes in layouts, tools, gages, or ma- 
chinery without affecting drawings or 
specifications. 

7. Fundamental engineering and lab- 
oratories. 

Excluded would be effort on: Methods Excluded: Effort on: Methods and 
and standards for chemical analysis; standards for chemical analysis; pre- 
preliminary packing and material han- liminary packing and material han- 
dling; control equipment standardiza- dling; control equipment standardiza- 
tion; physical, electrical, and photo- tion; physical, electrical, and photo- 
graphic laboratories; safety investiga- graphic laboratories. 
tions and standards. 

8. Wage practices. 

9. Plant and factor engineering. 

10. Miscellaneous, 

It is not considered that any effort With the exception of a small portion 
under these classifications would be of the factory engineering, it is not 
billable since none of the work would considered that any of the work under 
have any effect on product design. these classifications would be billable 


EXHIBIT E 
ANALYSIS BY PRODUCT CLASSES OF STANDARD TELEPHONE PRODUCTS 


COPPER LINE WIRE, EXCHANGE AND TOLL CABLES 
Exchange: 

Nonquadded, No. 19, 22, 24 and 26 gage coded cable 

Nonquadded, other lead cable and plain lead pipe 

Nonquadded, No. 19, 22, 24, and 26 gage coded Alpeth pulp and paper insu- 
lated cable (copper conduit ) 

Nonquadded armored and protected cable (including wire armored) and tape 
armored pipe 

Nonquadded, No. 19, 22, 24, and 26 gage coded Stalpeth cable (copper con- 
duit ) 

Nonquadded, Alpeth and Stalpeth cable (aluminum conduit) 

Nonquadded, No. 19, 22, 24, and 26 gage Alpeth polyethylene insulated cable 
pulling eyes 

Nonquadded, other Alpeth and Stalpeth cable 

Nonquadded, No. 19, 22, 24, and 26 gage PAP polyethylene insulated cable 

Nonquadded, Alpeth polyethylene insulation and PAP polyethylene insulated 
armored and protected cable (including wire armored ) 

Toll: 

Coaxial cable (including type J carrier) 

Quadded, plain lead cable 

Quadded, armored and protected cable (including wire armored ) 


RUPBER COVERED WIRE 


Rubber covered wires including R type service cables; drop wire: HD wire; 
station wire; B rural wire; 10, 12, and 14 ground wire; AL wire: cross 
connecting wire; underground wire; No. 720, 723, 724, 726, 727—A, 728-A, 
729-A, and 754—-E rubber covered cable 





CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 2711 


SWITCHBOARD CABLE AND WIRE (INCLUDING REELS) 


Cable, inside wiring 

Cable, lead covered textile insulated 

Cable, switchboard 

Wire, distributing frame 

Wire, magnet, fire detection, lashing, bare copper, and bare tinned copper 
Wire, switchboard 

Reels and accessories (300, 301, 306, 308, 308, and 310 reels only) 


CLEARING PRODUCTS, STEEL WIRE AND STRAND 


Steel wire and strand, clearing manufacture 


CLEARING PRODUCTS, POLE LINE HARDWARE 


Pole line hardware, clearing manufacture 
Miscellaneous AT specifications items, clearing manufacture 


OTHER PROTECTION AND OUTSIDE PLANT 
Protection : 
Fuses, fuse blocks, and fuse posts 
Heat coils 
Protectors, protector groups, and 5A apparatus units 
Protector blocks and protector micas 
Protector mountings and No. 150 type covers 
Outside plant: 
Binding post chambers, cable terminal boxes, fuse chambers, cable terminal 
sections, and splice cases 
Bridging connectors 
Cable terminals and wire terminals 
Miscellaneous outside plant appartus 
Loading coils and cases: Apparatus cases, loading coil cases, components, and 
parts 
TELEPHONE BOOTHS 


Telephone booths, parts, and accessories 


OTHER STATION 
Other station apparatus: 

Amplifiers (station), recorder connectors, loud speakers, and loud speaker 
sets 

Backboards and battery boxes 

Bells and buzzers 

Binding posts, switch hooks, receiver holders, transmitter arms, transmitted 
brackets, and transmitter arm brackets 

Cardholders 

Coin collectors 

Coin collector accessories 

Telephone sets, combined types 

Capacitors, condensers (except 160B, mica, air, wire wound, glass tube, and 
quartz tube) and networks 176 through 186, and 425A networks 

Connecting blocks (except 1—A, 30 type and 31 type), and 101 and 118 type 
covers 

Cords, cordage, and cord tips 

Dials 

Dial adapters, dial mountings, 50, 80, 82, 85, 92, 94, and 95 type apparatus 
blanks and 147 and 150 type number plates 

Filters, Nos. 40, 41, 45, 61, 80, 88, 122, 126, and 145 types 

Generators and magneto-type subsets. 

Ringers, Ringer Ind., gongs and mountings 

Handsets 

Handset handles, handset hangers and handset mountings 

Hand telephone sets 

Headbands 

Head telephone sets and headsets 

Indicators 

Induction coils and station-type transformers 
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Other station apparatus—Continued 

Receivers, receiver units, 101—-A pad 

Subscriber sets (other than magneto type) 

Telephone sets, answering 

Telephone sets (magneto type) 

Telephone sets (other than magneto type) (except combined telephone sets) 
apparatus boxes, 8 type apparatus units and 5A pedestal 

Train dispatching apparatus 

Test sets, peg count checking sets, 3-A apparatus units, dial testers, targets, 
and artificial mouth and ear equipment 

Transmitters, transmitter units, and transmitter mountings 


SWITCHBOARD TRANSMISSION 
Repeaters : 

Amplifiers (repeater types apparatus codes) current supply sets, frequency 
generators, regulators, and 50A drive 

Capacitors and condensers, mica, air, wire wound, glass tube, and quartz tube 

Equalizers 

Filters, repeater types, crystals, and crystal units 

Telephone repeater bays (S. A. and F. A. & W.) 

Mounting units, toll line and balancing (standard assembly ) 

Networks (except 176 through 186, and 425A types) and those types which 
are specific components of P 1 carrier such as 482, 800 to 804 types, etc.) 
pads and building out units 

Panels, relay rack type (standard assembly ) 

Pot., Rheo., tuning forks and units, V. T. and Thermo. Skts. 

Signaling bays (standard assembly ) 

Telegraph repeater equipment (standard assembly) 

Telephone repeater sets and amplifiers (standard assembly ) 

Repeating coils, transformers (except station type) balancing coils and 
coupling units 

Inductors 

Television and other transmission equipment—not otherwise classified 
(standard assembly ) 

J. K., and L carrier current : 
Carrier current equipment, types J and K (standard assembly) 
Carrier current equipment, type L or coaxial (standard assembly ) 
Carrier Current—Other : 

Carrier current equipment, type C (standard assembly) 

Carrier current equipment, types G and H (standard assembly ) 

Carrier current equipment, types N and O (standard assembly ) 

Carrier current equipment, type P (standard assembly ) 

Carrier current telegraph equipment (standard assembly) 

Type E. B. two-channel bank equipment (standard assembly ) 

Transmission testing: 

Panels, relay rack type, not otherwise classified (standard assembly ) 

Transmission test board Nos. 7 and 10 (standard assembly) 

Transmission test sets, J specs. (standard assembly ) 

Transmission testing apparatus 

TD microwave radio equipment (W. E. Mfrs.) : 

TD equipment (framework and standard assembly) regular shop manufac 
turers 

TD apparatus, regular shop manufacturers 

TD equipment (radio shops) 

TD apparatus (radio shops) 

TE microwave radio equipment (W. E. Mfrs.) : TE apparatus and equipment 
Radio telephone products—other (W. E. Mfrs.) : 

Single side band including spares and parts (regular shops) 

Mobile 

“MI” power line carrier equipment 

“MIA” and “MIB” power line carrier equipment 

Single side band including spares and parts, radio shops manufacturers 
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TUBES AND ALLIED PRODUCTS 
Ballast lamps 
Thermocouples 
Varistors 
Transistors ; 
COMMON APPARATUS AND EQUIPMENT 
Common apparatus: 

Apparatus blanks other than 50, 80, 82, 85, 92, 94, and 95 types 

Brackets, guards, stile casings 

Cord weights, fasteners, hooks, pulleys, and take-ups 

Designation strips and holly strips 

Distributing rings 

Gages, tools, burnishers, carrying cases, trays, and electric clocks 

Jacks, jack fasteners and markets 

Keys and coded key units 

Key shelf braces, key shelf lifts, key levers, key sleeves, key sleeve holders, 
push buttons, trouble caps, trans. attach. 

Lamps 

Lamps, resistance 

Lamp caps 

Lamp sockets 

Material of W. E. manufacture supplied by distributing houses on switch- 
board jobs 

Meters 

Miscellaneous radio shop manufacturers, not otherwise classified 

Miscellaneous telephone apparatus not otherwise classified, regular shops 
manufacturers 

Mountings, jack* ; key* ; lamp sockets* ; and resistance 

Mounting charges not included in cost of apparatus and equipment 

Mounting plates, mounting plate covers, mounting plate studs and covers 
(except 101 and 118 types) 

Magnetic material (permalloy, remalloy, permendur, etc.) 

Number plates except 147 and 150 types 

Plugs, plugs seats and cushions 

Piece parts 

Piece parts, equipment (framework) purchased 

Relay covers, shields, shield holders and signal plugs 

Relays 

Resistances, resistors, insulators and choke coils 

Sleeving—cotton 

Spaces and key 

Sundry items—bulletin holders, cable clips (ES-5370), cleaning papers, 
fuse holders, ground clamps (A-110281 and A-165745), holders, horns, 
test posts, ticket boxes, ticket holders 

Switches (other than crossbar and step-by-step), foot switches and hand 
wheels 

Thermistors 

Terminal punching, terminals, adapters, and connectors 

Terminal strips and fanning strips 

Manual Mult. Including Common Equipment: 

Apparatus mounting boards, panels, blank, key, wooden lamp and jack 
(F. A. & W.) (This class does not include jack panels used as toll test 
panels or slate panels for mounting resistance lamps) 

Bell Telephone Laboratories Trial Installation 

Cabinets, boxes, etc., not parts of standard assemblies and not used to house 
wired equipment. Includes directory cabinets, casings and teletypewriter 
paper boxes 

Cable formed switchboard (S. A.) 

Cable forming and soldering 

Cabinets (S. A.) 

Desks (S. A. & F. A. & W.) 

Equipment, miscellaneous N. O. C. (S. A. and framework assembly) 


*Sales of mountings recorded under this subclass shall include only mountings sold and 
priced as such 
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Manual Mult, Including Common Equipment—Continued 
Auxiliary framing and superstructure bar iron and steel, threaded rods, 
clamping details and cable racks 
Frames—distributing—all types including protector frames 
Accessory frameworks, N. O. C., battery boxes and jack boxes 
Fuse boards, fuse panels (excluding battery fuse panels) and lamp panels 
(framework only). (This class to include slate panels for mounting 
resistance lamps, but not the wooden lamp panels used in dial system 
equipment) 
Key pulsing equipment (S. A.) 
Ladders, brakes and tracks 
Mounting units—relay rack mounted types (S. A. & F. A. & W.) (Except 
toll line and balancing units) 
Power boards, plants and panels (8S. A. & F. A. & W.) 
Racks—relay (except teletypewriter ) 
Rectifiers (S. A.) 
DIAL EQUIPMENT 
Panel : 
Apparatus, panel 
Frames—panel (S. A. & F. A. & W.) 
Crossbar: 
Blanks, drives, timers, translators, 4 type apparatus units, 214 type selectors 
and crossbar switches 
Frames and units, crossbar (8S. A. & F. A. & W.) 
Switchboards—755 P. B. X. (S. A.) 
Automatic message accounting equipment 
Step-by-step : 
Connectors, line finders, repeaters and selectors—C. O., 355 community dial, 
701 and 702 P. B. X. (S. A.) 
Line relay equipments—C. O. and 355 community dial 
SXS frames, shelves, banks, units, C. O., community dial, W. E. 701 and 702 
P.B.X. (S.A. & F. A. & W.) 
Switches, step-by-step 
Wired relay racks, 701 P. B. X., W. E. 
Switchboards, 740 P. B. X. (S. A.) 
Other dial equipment: 
Frames, traffic register (S. A. & F. A. & W.) 
Racks, message register (S. A. & F. A. & W.) 
Switchboards, dial “A” and cordless “B” (S. A. & F. A. & W.) and No. 740 
attendants cabinet (S. A.) 
Telephone secretarial equip., frs. and cabts. (S. A.) 
Message registers and message register sockets 





MANUAL EQUIPMENT 


Manual dial P. B. X.: Switchboards, No. 552-A, No. 556-A (S. A.) 
Manual nonmult. : 
Switchboards, No. 554 and 555 (S. A.& F. A. & W.) 
Switchboards, misc. nonmultiple and order receiving (S. A.) 
Switchboards, No. 507 (S. A.) 
Telegraph and teletypewriter : 
Relay rack teletypewriter (S. A.) 
Station sets, teletypewriter (S. A.) 
Switchboard, teletypewriter and telegraph (S.A. & F. A.& W.) 
Tables and control panels (S. A.) 
Telegraph apparatus 
Key equipment : 
Key boxes, key control cabinets, and key units not coded except Telegraph 
(S.A. & F. A. & W.) 
Key telephone units, 1-A system (S. A.) 
Key telephone units, 100 and 101 types (S. A.) 
700 Type apparatus cases, face plates and 750—A apparatus units 


Ww 
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Other manual equipment: 


Cable turning sections, end and separating panels 

Pneumatic tube apparatus and equipment 

Shelves, key, plug, cord, mise. (other than SXS and misc. frwk. details) 

Switchboards, all types Nos. 1, 2 and 3 toll trunk & subsection units (S. A. & 
F. A. & W.) 

Switchboards, toll, test, telegraph test, teletypewriter test and toll test 
panels and units (8S: A.) 

Switchboards, No. 11, section units (S. A.) 

Switchboards, No. 12, section units (S. A.) 

Switchboards, No. 605, section units (S. A.) 

Switchboards, miscellaneous multiple (S. A. & F. A. & W.) 

Switchboards, service, observing section units (S. A.) 

Signals, drop, combination jacks and signals (drop and signal mountings 
and spaces ) 
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January 14, 1957 


MEMORANDUM FOR FILE 


I am eee Mr. = I. Baker eS a wr pe 
Yas nel on ve qeulss CES y eKane and ©. R: Cook to dis: 
cuss the reactions of H. P. Moulton and others of A.T.& 
T. to the Report of the Committee on Determination of 
Charges for Technical Information Furnished under the 
Consent Decree. In this meeting it was decided that 
the rates contained in the Committee report for decree- 
type technical information were to be regarded as ceiling 
rates, except that for the two classes for which a 7.3 
rate was established, one of 6% should apply instead. It 
was also decided that in each case of furnishing technical 
information, a rate would be set subject to the appropriate 
ceiling for that particular package of information on the 
basis of the factors set out in the attached list. That is 
to say, the rates arrived at in the Committee report, rest- 
ing on the loading factor included in price for broad 
product classes, is not to provide the basis for establish- 
ing or explaining the tecinical information rates decided 
upon in any case. 


Although the foregoing decisions related to 
decree-type information only, H. Latimer, in conference 
this date, offered the view that the policy would be car- 
ried over to the pricing of non-decree-type information. 


ie 


— <a 
FCC :mp F. C. CHILDS 
Att. 





- 
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Mr. Harkins. Yes. Now it is true, is it not, that A. T. & T. takes 
the position with respect to components for carrier, repeater and 
transmission equipment manufacturing of these components using 
quartz crystal resonating elements requires an art which is incapable 
of full description in specifications. Now I would refer you in these 
questions, Mr. Moulton, to the document A. T. & T. submitted to Judge 
Barnes on January 28, 1955, in which you outlined the categories of 
the equipment which would be impossible to have anybody else 
manufacture. 

Mr. Movtron. I think that in the quartz crystal field that may well 
be true. 

There are 1 or 2 situations where that is true, and in those in- 
stances where this kind of technology, where at that state of tech- 
nology we make the information available without question as to 
whether it is under the decree or not, because we have got a lot of 
quartz crystal licenses, and we do a good deal of technical information 
work with them. I think you realize that from the papers. 

Mr. Harkins. What I am driving at now is what the decree re- 
quires you to give and what the decree permits you to withhold, and 
it is with respect to the manufacture of these components that it is 
impossible, according to your own conclusions, to get the manufactur- 
ing information merely from documentary specific ations. 

T would refer you to page 25 of the attachment in your letter to 
Judge Barnes: 

One example is that of quartz crystal resonating elements, requiring very 
difficult techniques, and art incapable of full description in specifications. 

Mr. Moutron. That is what this says, and I have no question that 
that is true. I wanted to add to that that I believe that whether or 
not, without passing on the question of what the decree requires us 
to do, we have made this whole art very freely available to other 
manufacturers. 

Mr. Harkins. Yes; but the decree does not require you to make 
it available. That is my point. 

Mr. Movtron. I just do not know enough about this to pass a legal 
judgment as to whether the decree requires us to do it or not. But I 
do know, at least I am advised, that we do this very freely. 

You are asking me to pass a legal judgment which has to do with 
quartz crystal resonating elements. and , have not. looked at this tech- 
nical information. I do not know where one would draw the line. All 
I am saying is I am sure we have not attempted to draw a line. 

Mr. Harkins. But my point here, Mr. Moulton, is not what you 
are doing at this moment, under the decree. I am asking: Does the 
decree require you to give the type of information that is necessary 
to go into production ‘of these components using the quartz resonat- 
ing equipment ? 

Mr. Mourron. You are asking me to pass a legal opinion without 
knowing enough about the facts to pass it. 

Mr. Harkins. But you will stand by the statements in this docu- 
ment to Judge Barnes; is that right? 

Mr. Movtron. I will stand by this. That art is incapable of full 
description specifications. I will stand by that, but I do not. want to 
be in the position of having passed on the application of the decree, 
because conceivably it may be that in those situations we could find 





CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 2719 


ourselves in a position where we could be compelled to do it. I don’t 
know. All I am saying is that we do not put ourselves in that position. 

Mr. Harkins. Mr. Moulton, this is one particular spot in consider- 
ing the effects of the decree where the personal information you ob- 
tained in negotiating the decree would make your personal informa- 
tion as to the meaning of the provisions of the decree most. pertinent. 

Now is it your testimony now that you do not know whether under 
section XIV of the decree you are required to give the kind of in- 
formation beyond documentary materials and specifications? 

Mr. Moutton. I do not think I am in a position to pass on this 
question without knowing more of the facts. 

Mr. Harkins. But you will stand on the position or the statement 
that was made here that it is an art incapable of description and 
specification ¢ 

Mr. Mouton. Yes, I will stand on that statement. 

Mr. Harkins. Now with respect to vacuum tubes and allied prod- 
ucts, and the sentence is on page 67 : 

* * * it is impossible to specify performance fully through written specifica- 
tions; dependence must be placed in substantial part on the manufacturers’ 
control of materials and processes, the character and maintenance of his ma- 
chinery, the training of personnel, in-process inspections, live testing, and 
quickness of response to difficulties noticed in manufacture for field use. 

Mr. Mouton. I beg your pardon, what page, sir? 

Mr. Harkins. Page 67. It is in connection with manufacture of 
vacuum tubes and allied products. 

Are you not saying that written specifications alone are not suf- 
ficient? You must have other information, and I would assume in- 
cluding consultations to go into the manufacture of these things. 

Mr. Moutron. No, I do not so construe this. All this says is that 
you have to be a good manufacturer in order to come up with tubes 
of the high quality which are poe. This does not mean that 
we can do this any better than anybody else. This is not something 
beyond telling them that they have got to have a very close volume 
of these things which they themselves know, because the specifications 
will give you the performance requirements, and they as manufacturers 
know that. 

I do not think this is in the same class at all. 

Mr. Harxrns. It is not in the same class? 

Mr. Moutron. No. 

Mr. Harkins. The statement there that it is impossible to transmit 
the know-how or the knowledge through written specifications ? 

Mr. Moutron. No. 

Mr. Harkins. Despite that. 

Mr. Movtron. It is impossible to specify performance fully through 
written specifications. 

The Cuatrrman. We will have to adjourn now. The members have 
to be on the floor for a very important assignment. We will adjourn 
and meet at 2: 30 this afternoon. 

The documents referred to are accepted for the record. 

(The documents referred to are as follows :) 


26086 O 5S pt. 2, vol. 2 
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P.obiems i, Comnmection with Pricing Technical ‘nfortation 
__Jrder the Conment Beorge Sane eeeaes 


SAO Sn) OO 


The repert of the Comalttee on Determination of 
Charges for Teohrieal Infcrwation furntahed urder the Con- 
sent Judgment was the subject of a conference on June 7/tn 
among Mesers. ii. C. tnderso:, Jr., C. .. Baxer, T. Tayler, 
&. F. Martin, ©. A. Zigler an! F. CC, Childe. The advantages 
amd disadvantages of the proposals eet out below were dis- 
euseed, am! they ere recorded here is ald of reaching a final 
determination about thea. 

1. Teehnical informatior, commtituting « pertion of 

& package of informetion available under the 

decree on a ified eyulpmernt shall ertail the 

nent Soap sre Saeeee te, oe aoe 

ih the applicant's selling ortce 

specified eyuipmernt, as the whele ae 

‘+. Am Laitial question is whether the deeree oblizes 
us to give anything lees then 5 camplete peckage of information. 
“eetion XIV provides 


(4) The defendants ure each cidered and 


dlrected written application frar a J.°. 
lice: wee! *** to Curniah © teenhnieal informs- 
tion relat! to @yuipment ore ir @ueh 
appileation and upon the tems 
neret nufter r . 


(Ph) The technical information seo tc te 
fucriahed © ehali ccmetst *** of marnufacturi 
drowl..ot and espectfioeations ef tue autertuls a 
»arte camprlaing such e,uigment and manufacturing 
d .atl.gs ard epecifleations covering the eee ly. 
wirtre and ateeptunes test requirenents of auc 
e, i prien ise 


my the wots of tic Scrggelitg, toe deferdants are 


otlige to fu~y.@ 4 given eaternt of information. “wever, 
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it seane unveasonable tc give this literul moahing te the 
provislen, Sinee it te for the Lenefit of others and tre 
terefit Ls considerabiy dinsinished if there miy tea iw 
selecti:g of partiqular items. Purthermore, an applicant 
wo.ld be able to frustrate this package dectcine considerel, 
by taking petent Liecerses for ccezponerts or porte ad reuest- 
ing tectuilcal information us te tien. Po: exuspie, if « 
stutio:. system lleensee warted irformetion oily «beaut tie 
ductor eoils, ne wouid be able to set it ty applytine fo: 
4 r@yalty-free license for inductio:. colla and ther putting 
tr for the apprepriate peck.ge of technical informet ‘on. 
Licensee s.f eodem to cut-mau @uver the Mckage “approadh 
in this menue woule be lioited orly te the extert that 
teei.teul i: foraation on some canpunents (those .ot smru- 


fuctvred for sale «u® such to Keli Cperating Camu tes) ma 


Le avallauble wde: tre deerte «ever to lice: vees of suc! 


Tmning licenwes for purte would net pre ie 


Sujutla. te « licensee waitin specific druwire caumpr as! 
cris « fr ustion of « total puskuge iut cove: liy, features of 
‘rious parte of the underlytiy, eyulpeest. 


* the case of l'cer sees Wo ure not lice:wed 1: 


te:me of specified equigmerts, euch -epest for ifort 


of. wt. afters would Se « rejueat for 4. puckage of formut ici. 
This is afed .easor fc ct -efusing egwilymert ilcersece 








2722 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


cul-packuges Of teeiutcsl infcimution respect ny thet: 
licenced eyulpments. 

Tre Letter position is that the defendants are 
vbiliged u.ste: ceetlion Riv to fu. iieh requested purtiaw 
vf tne whele amount of teerrical informatics Dearing on a 
specified e,virnent. 

ie Tre prieie Dp insipie of 1. abéeve is favored 
cy top management. Its justifieution iso that ony user of 
aty pest of our teehnieon. utormction bearing on « glvox.. 
¢uipeent should 1ct inve tle <ventage of 4 icwe: develep- 
ment cost facto: is tis priee for such eyuipmert than we 
have in Ours. \ vlew waco give. thet the Gove:snent negotia 
tot were wcvieed of ti.ls ~ie of trumb and tock mo exception 
tc it. The n@rmrenda countering the negotisteors' conferences 
du not vefer te tils except tiat there ure indications that 
the Goverment dic not agree te this and ts sot ixw Pore- 
elcoeod from urging that we are mt entitied to untiing sore 
thar gathering ein reproduction charges for teen ook infor- 


a SS ne oe a oe ee ee ee eee 
— 


ratio. currently avallabie. 


I 


Top management & comelusion ie alec based upon the 





Cosire to keap us out of « bitse-ond-pleces business. The 
QSSeEPtion 18 that if ury freeticn of o package entails the 
Game charge as the packace, the latter will usuclly te taxer., 
TALS asmemt.ci. may not clive cue conaiderution tc the fast 


that {ff nigh gathering ac -epretuction echanpes are invoived, 
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some upplticants, partioularly #aall campantes, may tuke 
fractions. The aversion te a tits-and-pleces ‘uniness is +9 
that lt will involve a dilsprepertionate amount of effort 
vith cempect to the returt, rewitzed. it seaas that we 
she.id reco.er at least tie ocet of tis effort. 

The results sommit under thie appruac: muy be 
frust uted by an applicant taxing a royalty-free license 
for « Ccamporent and then citalining the appropr’ate puckage 
of tee: foul information. The statlor syster |i ce-wee 
wantin, Infermation oniy om induetion ecolis eould tuke this 
action. Me would be grunted the right to use the esil in- 
formation: urdep both his station system ai co!) licenses, 
The chamje would be 4 given rate appliechle tc the eelling 
oriae of stetion systems and the same or 4 differert rute 
(Geperdiing upon whether colle on station systens full] inte 
& flevert cones of cur sever product ¢lasses) applicable to 
the price of co\lls sold cer the courter. The iutter weuld 
be the gmulier change of course und the licertee could cet 
the Lenefit of this in hie station systen production by 
setting up 2 subsidiary to make ard Sell the coils cover tie 
counte”. | 

The foregoing usmees . lice:see with tec nical 
informution would have the right to trangait the infornat: on 


te « miblicenwed subsidiury. This muy be cope te .iestion 
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umder the decree. in any event the subsidiary could in its 
own . ight ottaln licenses und tecimical information for 
colls and theveby supply its parent's needs. A180 the 
purest licersee eould mace and sell eoils over the counter 
and -egurciuse thas for use in atation systems. 

si Cabos where tie deagired portion of the peckage 
of decree infcrmation did not constitute a sub-pasxage 
appliculle to que or more comporents, the above patteit 
iswolving licenses fo: coaporerts would not provide «6 mews 
ef getti:w a fraction of the tediusileal information ot less 
than the passage price. 

C. The Commmlttes report soneluded that the charge 
for o portion of 4 OME of gec-ee informatio: should te 
leas thin -that fe: the whole package and that sueh lower 
rote @iould be wet by a. execcise of Judgment. This eon- 
clusion a:suee that 4 eharge for a packsuge of infcrmaticn 
designec tc -eimburte « reusorable proportion of develogment 
expe:.se a.ci to te otherwise ressciatie would not meet such 
etarndardis tf applied to «= fruetion of the puskuage. Rit 
lower Gi.u: ces for po-tiors would have to be extended to 
tuce: 68 Cf the complete puckuje else the latter's use of tie 
sume pe: tion would te at « disa:iminatory rate. 

2. cen reeipient of techileal informatio: for 


specified equipme:t uder the deciee shull 
pay charges therefor orly with. -espect tc tne 
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6. 


first five yearé of use. Additional inform- 

ation on the sume equigment will stall separate 

obligations for payments for five-year use pericds. 

A. This is the conclusion of the Camittes and 
it is based upon @ pattern of furnighing teehv.ical infor- 
mation that vestern followsd prior to the decree. However, 
the mmt<> 5 instances in which this pattern was followed 
was caaprotively few. 

fTnis syetem would work as follows: A recipient 
of information on s spesified equipment furnished ir. 195° 
who first sed the information in December, 19°. would pay 
with respect te that use and all farther uses through 
December, ‘5 1. If the firet use were not made until 
1958, the five-year period would not begin to run until 
then. Is the first use in 1555 proved to be the only 
use ever nade of the information by the recipient, free 
status fo: the information would nevertheless be achieved 
by 1903. if o package cf information on a speeified 
equipment was furniahed to « recipient and he used only 
a portion of it @uring the eritical five years, the un- 
used bulanse of Such peckage would, nevertheless, ochieve 
free status ty the end of the period. On the other hard, 
on applicant who requested ard ms fu: nished only a portion 
of 2 pugcage Of information would net aequire the right to 
use the balance free of other than gathering oharse after he 
had used the portion for five years. 
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7. 


RB, There is some question whether any periodic 
eharge based om sales is peruitted under Sestion KIV(C), 
On Decenber 1f, 1955, the Departuent negotiators requested, 
in commection with the draft of December 6, 1955, that the 
tern “reasonable royalty or eharge" applicable te technical 
information be changed te “reasomable charge er charger". 
The mewsranium of cur negotiaters eoumented, vith respect 
te the Covernsent's request, that thir shange left epen 
the quectien ar te whether a royalty-type of paynent is 
reasonable ac applied te technical inferwation. However, 
the Departeent megotiaters never took exception te the pre- 
visione which were in the technieal informtion seetion in 
all 4refts beginning with that ef Decentder 6 unter whieh a 
recipient of teehnical information was odliged to keep 
records ani submit rtatewents rerpecting the paynents re- 
quireé. This prevision ir ¢ipeeted plainly te the situa- 
tion ef periodic payeents based on sour standard sueh as 
sales ami shoulé foreelese any allered anbiguity inherent 
im “reasonable charge er charges". 

C. There are a muiber of difficulties raised by 
the prieing plan ef 7 abeve. Licensees that receive ant 
wse information in 1956 may ure it free of charge in 1942, 
while ecmpetiterse whe receive the sane informstion after 
195 will be paying for their ures in 1942, This would 
raise a prina facie discrinination of the sort rrohitited 
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by Seetion KIV(C). thether it is auffieient rebuttal to 

oe that the companies subject te charge for 1962 user of 
information had the sane eppertunity to ret the information 
in 1956 as eompetitorr enjoying fpee urage is very dubious, 
The situation might be further agrrevated if the couplaining 
company had paid more in the agsregate for its uses of 
inforwation prier te 1942 than one or wore of its conpetitors 
enjoying free use had paid in the elap«ed five-year ebargine 
period. 

A recipient of a package of inforustion furnished 
in 1956 who used one-fiftl of it fn the sane year and never 
used any of the balance, woul¢ have the right te use the 
whole package without charre in 1942. On the ether hand, 
an applicant who was furnished only the cane ons-fifth in 
195€ and used it for a eouple of yeerr, fer exarrie, and 
then applied for the remeining four-fifths, would find in . 
1942 that his eompetitor is able to use the four-fifths 
portion for nothing (although having paid nothing but gether- 
ine chargee for it), while he, heaving paid the came gather- 
ing eharres, wae obdlired te pay the furtier periccie eharges. 

D, Alternative metiod: of charging for technical 
inferwition vhieh avoid the difficulties of (C) although 
having ether disradvantage« would be (1) to charre ar long i 
ar eny wee of information is wade, (7) to cherge only until 
a fixed date without rcrar’ te the tive en applieant was 
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furnished or first used the infermation anf (3) te charge 
a lump sum payadle at the tine the infermation is furnished. 

Alternative (1): Charging for information as 
lomg as it is used aveids the prima facie éiserinination 
Giscussed under the five-year plan, At first appearance 
it may seen haré te suppert the reescaadlemess ef a charge 
that would be applieable without Limitation as te tine, 
Manufaeturing infermation is usually supplanted vith afvanced 
techniques after a few years of use. Hevever, this feature 
would not be troublecome because a licensee weul/ have 
ineentive to stop using the information at the firrt epper- 
tunity anf {f he eontinmed te use it the presumption would 
re that the inferwstion #till hed walue fer him. On that 
basis it would be rearonable to eharge infefinitely. The 
decree requires that the eharge fer inforeation be designed 
te reinburre a rearonmable proportion ef éevelepment exvense 
allocable to the elaes of equipment. If this means expense 
hereinafter incurred (see discussion under 3 below), it 4 
would be reasonable to eharge infefinitely tecause éevelop- ; 
went fer our seven basic prodwet elasses continues indefi- 
nitely. 

Alternative (2): Ome way to earry this out would 
be by marking each drawing anf specification furnished under 
the decree with a future date ani requiring payments fer 
all uses mafe until then. For exauple, if in our enginsers' 
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10. 


jwirwent drawing: and speeifications on a given equipment 
would have utility for ten years, the peckare furnirhed te 
the first appifcant therefer in 1956 nicht be etanped with 
the date 1964, Thereafter each issuance of the sane package 
or any pieces therecf would be icentically sarked ani each 
recipient would vay only for ures uade until 19¢4, Thies 
method pays respect to the idea that marnmfacturing informa- 
tion hae utility only for a certain peried while avoiding 
the eireumrtance of having sowe users making paynents while 
others are not. On the other hand, it hase the diradventace 
that some usere will pey for many years of use while others 
may only pay for a year or se or not at all, depending upon 
wen they apply for the infermation. 

Alternative (3): ‘This would require the payment 
of a lump sum at the time the information i+ furnished, and 
would be by far the simplert to administer. Fowever, it 
woulé be hard to demonstrate what a rearonable lum rum 
eharre for any given equipment might be. Cur eecounting 
foes net show what the part development expense har been for 
epecifie equipments, exeept in a few eases,. Fven in those 
carer, 1t is not eary to “ecide what proportion should be 
paesed along to each recipient of teehnical infermetion, 

Ta the case of small companies, it would be huriensone and 
in many ceres imporsitle for them to pay the lusp run 
charger that would te revuired, hile this would not 
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violate eny requirement of the ¢ecree, as a matter of 
policy ve sight prefer te aveid suall business critician 
atout harsh treatwent reeeived purruant te cur lavful 
compliance with it. ‘Some relief frem this eriticisn night 
be availatle by extending ere‘ it ever future years te these 
reyuerting rueh help. 
3. The eharge fer teehaical information produced 

in previous years may be designed te reluburse 

a hte Gwinn sae. 

The selling prices of cur standard telephone pre- 
duets ineluie a leading for 4evelopeent anf related eng ineer- 
ing. In any year thie loading is deterained by weans of a 
table whieh equates the oreviour tventy yearn’ sales anf 
éevelopeent expense for major produet classes anf prevides 
a pereentare firure repreventing an average ratio ef develep- 
went expense to sale=, The Committee suggested appropriate 
adja<twentr to the percentarer currently in effeet anf 
recommenied that such af juste’ pereentarer be applied te 
the net selling price ef ecuipauent manufactured with the 
ure ef technical infeornation furnished by ur. Kaeh five 
years the adjurted loading pereentager shoul’ be revieved 
accorming to the Committee ant new factors, either lover 
or hirher than the current omer, unde applicable with 
rerpect to technical information furnished thereafter. 
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12. 


4, Does Section XIV(D) mean that Wester: nay 
be retmtursed for 1955's information « reasenable proportion 
of 1957's development expense? it is not plainly reasonable 
that a user of teehnical informtion should pay arything 
other than «a fair share of the cost of the development fron 
which sueh technical information resulted. Where « develop- 
me: has been carried on for a rasber of years in the past 
it may well te that eash year's activity contributed scme- 
thing to the preduction of the technical information in 
question tut the end of the .sur in which it was produced 
would seen to mark the logieal pelnt tc mm up the cost of 
the underlying development. The fact that by that time the 
total Gevelogment has been recovered from Western's tele- 
phone predusets customers is no reason wy a fair shure 
should not te recovered frem users of gush teennical infor- 
mation. This is pertieularly the case where charges for 
euch use will benefit the telephone produets euetoners by 
means of a credit to current development expense. 

Through use of the twenty-year moving table the 
leading factor for deveicgment varies littie frea year to 
year, Thus « user of teshnies] information prodvosd with 
yesterday's development will not under the Committee's plan 
be subjest to a fuctor much at variance with the ons in 
effect Guring the year the information was produced. But 
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13. 


if the prineiple of reecupment of current development is 
sound and if we are free to seek recovery of develogmert 
expense as eurrently inourred, users of our teshnical in- 
formation eould feresesably be cbliged te pay same high 
charges.  ‘appese in 1957 we were to undertake a develep- 
ment program ten times greater than any previous years 
activity and te finanee this progrem we were te put a 
faster in our prices designed to return the total expense 
from sales in that year, could we eharge proportionately 
for technical information produced in 19567 

It seams more reasonable to charge for technical 
infe:mation produced in 2 given yeer the develogmert loading 
effective for thot year cdjusted es reecemended in the 
Cammaittee report. A further reduction in this faster to 
reflect recaugment of development expense realised fran 
the net income fron reyaities for patents originating in 
the same development might also be culled for ty the stand- 
ards set in the deeree. 

I am a@viee? Mat in a majority of cases teatmical 
info;mation furnished in a given year will inelude revisions 
of the same year reflecting the latest teshniques. in this 
case, perhaps using 19° 's develogmemt loading fuctor as 
the tase for tie rete churged for infermation furnished that 
yeer is fustifiable. 
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1. 


EB. 4s noted above, the Comlttes suggests that 
charges for teoihniesal informtiocn remmin fixed fo: five 
years and be reviewsd pricr to the end of such periad. 

If vVestern's development charges to the cost of sales have 
increased durirg this time, our churves for teehnicil in- 
formution furnished and used during the gueceeding five-yeur 
period presumably must be increased. Car we corceivably 
2eeeess iy. thie second pericod « higher charge for puckages 
of information whieh are substantially the sue as t!.cse 
furnighed in tne earlier perica’ Under the five-year 

use pricing principle (see 2{1) above), sane ree'pients 

of teahnicul informatics, during the period wher the opening 
cates are in effect will have the benefit of tiese rates in 
some part of the sueceeding rate pericd. It is difficult 
to seo how we can charge two rates fo: sgubstartially the 
sume information as the same time and camply with the pro- 
hibvition aguinst diserininattoan. Perfupe the seco: rute 
pertod rutes would be applied oniy to teehniosl ‘nformot.ion 
that wis never furnia.ed du-ing the opering vate period or to 
pagkages and pleces meteriully difverert than counterparte 
furnished in the cpening period. What ther would be the 
charge for a pagokage of irformation on a given epulipment 
furnished in the second rute periad which ecausisted in part 
of information given cut during the first period amd tn pert 
of information never before furnished 
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‘Seer ust oes rarer 
Western use as a base the 

we an 

Western's practice has been in the past to 
estcbligh standard development loudling retes for pricing 
purposes for only these classes cf telephone produsts: 
Tranmaission eyipmernt, cable and wire, station apparatus, 
telephone booths, steel wire and strewd, protection and 
outside plant, AH apparatus and cther apparatus. In the 
ease of nen-telephone products, developesnt expense is 
recovered om an incurred eost basis. Eagh of the Munireés 
of differert items in each major telephone product class 
upon sale contributes to recovery of the development empense 
even though there may not have been any Gevelogment carried 
on with reepest to sush item for years. Utility Commissions 
inquiring inte Western's prices and profits have approved this 
loading. 

Section XIV(D) permits Western reiabureessent for 
“that prepertion,if ary, of the development expense that is 
reagemmble and properly allosable to the elase of equigment 
with reapect te whieh the information is being furnished”. 
It seems thet “the development expense refers to Western's 
tetal expense fer all slasses of eqiipmert ami, following 
the policy in effest for recovering Gevelopmert in cur 
product prices, perhaps we my eharge for teehniecal 
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information on anything on the busie thet it is part of 
@ Glass for wile: substantial development expense wes in- 
ourred. Our seven major classes are eaeh very broad. 
The tranmaiseion equipment class includes therno-csuples, 
transistors, electron tubes, repeaters, earrier aystens, 
tranemiseion test sets, micro-muve systems, mcbile systens 
and others. I8 might be tint no development had cocurred 
for yeurs on thertmco-couples, fcr example, but ghurges for 
technical informetion eculd be meade, based on development 
undertaker: for other aysteas in the @lass. The trouble 
with this {s that it Gaprives the worde “if ary” tr 
ection XIV(D) of any meaning. Yet these words were 
introdueed at the specific request of the Gover:ment (see 
Gecree druft dated December 21, 1955) and the Goverment 
negotiuters explained that the Oove:rrmert regarded that 
it was free to argue thet the defendants were nct entitled . 
to recover any of their develomment ecet. A an earlier 
stage in the decrees negotiutions the Goverment had urged 
that no reletursemert shoulé be allows fer development 
expense eonnected with technical information in existense 
at the date of the dearee. . 

if for the purposes of Section XIv(D) 'blass of 
ejuipmert' must te taver to mean scmething cther than our 
besie telephone product clusees, if must be recognised that 
our uceounting aystem cannot be called upon to ostabligh 
Gevelcgnent experge allcesble to other classes cf e,uipmert, 
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Tat (5, a> reecn¥e are not tet up to reveel anmmel or 
peviodia development expense for individaa) items of egrip- 
ment @uch .s t:ansistors, tubes, thermc-—souples or the like, 
s. The 12.8 rete applicable to seehmien) in- 
formation en eycipment is 
reasoradle ane. 


° 


This rete is reasenadle on the basis of the 
Gevelopment empense ineurred in cormestien with tris lees 
of eyaigmens and the leading rete therefer inaiuded ta Bal) 
prices for such egeipment, but 16 is alaset certain te mest 
hostility from applicants for teehnies) information, Alse 
for a ramber of the equigments in this elase it will be 
hard to explain. It seams a high price for the éseree 
information avallable om transistere amd E type repeaters, 
for emmple. for sunsthing like trensisterised sarrier, 
the reasensblenees of the rate ney be reag@ily apparent, but 
even in this ease it may cause question in view of the 
fast thet the rete for patente on gush carrier is only #. 
The seme development produeed both the patents audi the 
information. Te sume emtent politicians and the publie 
regard teehnieal informstion a@ the tail on the patents 
écg. Pertinent alse 18 Congresaman Reesevelt's charge that 
the royalty-free licensing provisions ef the decrees are 
toothless in view of the right to charge for technical 
informaticr:. 
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The fellewing are tecrmical information pricing 
preblens whieh are not raised directly by the Committes 
report: 

6, Where a lier with teehnical infermation in 
his pessersion requests the right to use it for 
ee business, would it be ¢ecirable te 

this right wi t assens « orate 
eering corts? Other non-rupplier app 
vase information would, ef course, have 
to pay gathering costs. 

The decree require: that eharger for technical 
information shall not be 4iecriminatery as between reeipients 
of sush information. It would be treubleseme in this regard 
to exeuse suppliers fron gathering charges’ which unter 
Seetion IIV(D) are specified te be part ef the reaccaabdle 
eharge perwitted fer ur to make. Suppliers might be assessed 
a lump owe in ifeu of a rathering charge er offered a reparate 
peeRage ef inforeation vhich would carry the regular gather 
ing eharre. 

7. Tr the pest the Sales Manager's organization has 
furnishe’ without charge on a resuler beris @ 
13. Son of éeeree-type teehnical informtica 

J, T and SD drawings and specifications, among 

ethers ) to indepemient samfacturers ant indepenfient 
telephone operating eompanier an’ other cvurtomers 
ef ‘raytar. If thi« vractice rhouléd be contimed 
would there be dircriuinaticn against recipients 

of packaces of technical information whieh inclute 
drawings anf specifications furnished witt out 
charge as atove? 

The Sales Manager's organisation furnishes such 
inforwatien in cares where Tel) tyrtem interests are furthered 
theres:. The infermation is ueeful to intepen‘ent sansfeetureres 


whe are wmanefeacturing, saintaining or installing iniepentent 
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equipment whieh is to cperate with Pell System faeilities. 
Infepenfent operating coupanie= ure the informatien te 
install, maintain and test equipment pureheced from (ray- 
ver. Should it be deeided thet « charge showlé be ade 
for cuch inforwation it would be difficult te decide what 
the charge cought te be. It would presumably have to te a 
lump gum end perhaps thie woulé sean that the sane éravings 
forming a pert ef a package of decree informtica furnished 
te a licensee weulé alee have te be *e14 at the rane lump 
cus, 

Perhaps inforuation furnished by the Sales “Manager's 
organisation might be authorised for use only ia certein 
ereetfied eetivities sueh ae installing, maintaining and 
testing identified equipment. The euthorication veulé not 
extend to use of the information for general wammfacturing 
purposes (although it would be stated that thie right end 
others coul4 be obtained om rearomable terus) anf since 
licensee users ef technical information pay en the basis 
ef wamufacture, there would be ne basis fer a charre of 
éiecriuination, 


F. C, CHILDS 
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MEMORANDUM FOR FILE 


Licensing is much alike whether for patents or for technical information. 
There is a large body of existing agreements where the two are joined. Nego- 
tiations of agreements for patents and technical information will apparently 
have to be concurrent and mutually interrelated. Divided responsibility is 
avoided when both kinds of agreements are handled by the same personnel. 

Past practice has resulted in current agreements where patents and technical 
information continue to be involved. These are tabulated in appendix A. 

Some prospective licensees at first desire only a patent license, and may come 
in later for technical information. However, a majority of those seeking 
technical information stimulates inventiveness by the licensee, and Western 
agreement and the terms for technical information at the same time, and to go 
along with (or drop) the combination of the two. 

In handling negotiations for technical information, there are important patent 
licensing considerations. A patent license of appropriate scope is always a 
prerequisite to a license for technical information. Such a patent license should 
generally contain a grantback of appropriate scope, especially because Western’s 
technical information stimilates inventiveness by the licensee, and Western 
should be licensed for inventions representing improvements on its own techni- 
cal information. In the cases where the circumstances warrant the furnishing of 
information going beyond the requirements of the decree, the grantback should 
be royalty free or Western will be encouraging the licensee to invent improve- 
ments on Western’s processes for which Western would otherwise have to pay 
royalties. Since the trading value of our patents will be quite limited for the 
next few years, the charges for technical information would be an important 
element in negotiating for a royalty-free license. 

Technical information is not always sold as such. It is often conveyed in 
connection with purchase orders, and possibly also in connection with Govern- 
ment developments. 

If the supplier later wishes to use the technical information in making articles 
for commercial sale, he must become appropriately licensed. Occasionally a 
supplier blends Western’s technical information with his existing processes and 
sells resulting products commercially. It then becomes necessary to negotiate 
with the supplier and to develop an equitable pattern of licensing for his use of 
technical information and also for his use of Western’s patents. 

Technical information is usually considered to be of two kinds: Information 
required by the decree to be supplied to patent licensees (decree information) 
and another kind consisting of machines, processes, and of drawings and specifi- 
cations. 

In addition, there are two other types of technical information, both of which 
are important but neither of which is sold as such. One is the information which 
is conveyed orally, in conference or during a visit. The other, partly oral and 
partly written, is illustrated in transistor licensing. To discharge obligations 
to others of various kinds and yet to avoid contractual obligations, considerable 
oral and occasional written technical information may be conveyed. 

These kinds of technical information are especially important to BTL. Patent 
licensing, where grantbacks exist, has provided adequate safeguards for the inter- 
change of scientific information between the laboratories and other research 
organizations. The same has been true to some extent for Western. 

To summarize: Patent licensing and the sale of technical information shade 
into one another when negotiating agreements. The supplying of technical 
information may play a part in obtaining licenses under the patents of others. 
Technical information and patents are both involved when a supplier desires to 
use Western's information to produce for commercial sales. Cross licensing pro- 
vides adequate protection when scientific contacts (oral technical information) 
are involved. There has grown to be a large number of agreements, requiring 
continuing administration, where patents and technical information are both 
involved. It appears to be industrial practice elsewhere to handle the two 
subjects together. 

Due to the close linkage, patent licensing and the sale of technical information 
are naturally related and the relations with the recipient should be handled by 
the same personnel. 


5/16/56. 
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APPENDIx A 


(1) Agreements with patents and “one-shot” technical information_____- 41 
(Includes Flexseal, electrical contacts, resistors (including Sprague & 
Aerovox) 20 are relatively inactive.) 


(2) Patents and continuing technical information_ a a, +) 

(Quartz crystals, CV, wire-wrap tools, etc.) 
(3) Technical information only tile sii ano sinless Tilia. 17 
(4) Paidup, inactive_____ iit I iam i ic haiti lar 18 
SO ten setae esata a ee ee a —_ 171 


(Whereupon, at 11:45 a. m., the committee was recessed to recon- 
vene at 2: 30 p. m., the same day. ) 


AFTERNOON SESSION 


Mr. Roprno (presiding). I regret that since the committee is with 
out authorization to sit during a reading of a bill, and the House is 
now in session, that we must adjourn this hearing until tomorrow at 
10 o’cloek, so will you be kind enough to return tomorrow morning, 
Mr. Moulton? Thank you very much. 

(Whereupon, at 2:42 p. m., the committee adjourned, to reconvene 
at 10a. m., Thursday, April 24, 1958.) 

(The documents referred to at p. 2665 are as follows :) 


COVINGTON & BURLING, 
Washington, D. C., February 27, 1958. 
HERBERT N. MALETzZ, Esq., 
Chief Counsel, Antitrust Subcommittee of the Committee on the Judiciary, 
House of Representatives, Washington, D.C. 


DEAR Mr. MALeETz: I am submitting herewith seven tables which contain 
information requested by your staff during our conference on November 26, 1957, 
concerning patent license and technical information agreements executed under 
the final judgment of January 24, 1956. The agreements included are those 
executed between January 24, 1956, and December 1, 1957. 

By way of explanation, Western Electric Co., Inc., grants licenses under all Bell 
System patents; and the agreements listed in all but one of the attached tables 
have either been executed by it or by Westrex Corp., its subsidiary, with its 
assent. One table (No. 5) sets forth licenses which the Bell Telephone Labora 
tories, Inc., (owned jointly by Western Electric Co. and the American Telephone 
& Telegraph Co.) has granted in settlement of interference proceedings. With 
two exceptions, discussed below, during the period in question the American 
Telephone & Telegraph Co. has not entered into any agreements for the grant of 
patent licenses. 

Tables 1, 2, and 3 contain requested data on all agreements involving grants 
of patent licenses by Western Electric Co. under Bell System United States 
patents; and, as previously indicated, table 5 gives information on licenses 
granted by the Bell Telephone Laboratories. Table 4 contains requested data 
on associated technical information agreements. Table 6 contains similar data 
on agreements executed by Westrex Corp. 

The column “New or Mod.” deals with the question whether the particular 
agreement is entirely new or modifies an existing license. The column “First 
Time” deals with the question whether the licensee was previously a licensee 
under Bell System patents. 

Table 7 contains a list of prejudgment licensees whose agreements were modi- 
fied by letter agreements, entered into shortly after the final judgment, so as to 
make royalty free the licenses previously granted under Bell System United 
States patents (excepting those of Teletypesetter Corp.) issued prior to January 
24, 1956. Licensees of Western are identified first, followed by a lisf of licensees 
of Westrex also identified in said table 

The subject matter of each of the existing United States patents involved is 
summarized in the 20 volumes of descriptions of Bell System patents subject 
to the final judgment, issued up to December 1, 1957, which were delivered to 
you on January 18, 1958, under Mr. Moulton’s covering letter of the same date. 
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The first of the two agreements entered into by the American Telephone & 
Telegraph Co. during the period in question was effected in letters between that 
company and the British Postmaster General, dated September 26, 1956, and 
October 17, 1956, in which said parties agreed to exchange licenses which they 
could grant for cable-laying equipment under patents of all countries of the 
world on inventions made prior to January 1, 1960. The second is the Trans- 
atlantic Cable Construction and Maintenance Agreement of September 30, 1957, 
between and among A. T. & T., the French Republic, the Federal Republic of 
Germany, and the Eastern Telephone & Telegraph Co., a Canadian subsidiary 
of A. T. & T. One of its provisions is that each party shall grant to any other 
party which shall so desire licenses for coaxial type submarine cable, certain 
types of submarine repeaters, and designated related equipments, under its (and 
in the case of A. T. & T., its and its subsidiaries’) patents of all countries of the 
world for inventions, arising out of work specifically undertaken for that agree- 
ment, made between the date of the agreement and the end of 1 year from the 
date on which the cable system begins to operate. In each agreement the licenses 
are nonexclusive, unrestricted, and royalty free, are licenses to make, have 
made, use, lease, and sell the equipments, and run for the lives of the patents. 
Both agreements are new and do not modify preexisting licenses. A cross- 
licensing arrangement, similar to that in the September 30, 1957, agreement, 
was previously entered into with the British Postmaster General in connection 
with the construction of the first transatlantic cable. In an unrelated agree- 
ment, the French Republic was licensed by Western Electric Co. earlier in 1957 
for other equipments under Bell System patents in certain foreign countries. 

I trust that the foregoing and the attached tables provide all the information 
which has been requested. 

Very truly yours, 
Hueu B. Cox. 
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TABLE No. 6 


Agreements executed by Westrex Corp. between January 24, 1956, and Decem- 
ber 1, 1957, inclusive, granting licenses under Bell System patents of all countries 
of the world. These agreements are on standard forms whereby licensee is 
licensed to make, use, and sell records of sound through December 31, 1964, under 
patents on inventions made prior thereto. The schedule of standard rates runs 
from zero to $13.50 per minute of record-playing time for motion-picture sound 
tracks and zero to one-sixteenth of 1 percent of licensee’s revenues from disks 
or other nonsynchronous records. No royalty is payable under these agreements 
solely because of the use of Bell System United States patents (other than those 
of Teletypesetter Corp.) issued before January 24, 1956. No grantback. Tech- 
nical information provided for by the agreements limited to operating instructions 
for leased equipments. Other technical advice rendered from time to time to 
assure proper operation of equipment, without charge except in special circum- 








stances. 


All of these agreements are new and not modifications of 


existing 


licenses. 

Item Name and address of licensee Effective date First 

No time 

6.1 Decca Records, Inc., 50 West 57th St., New York, N. Y Jan. 1,1955 | No 

6. 2 Fine Sound, Inc., 711 5th Ave., New York. N. Y ; rhe Sept. 1,1954 | No 

6.3 Goldwyn Productions, Inc., Samuel, 1041 North Formosa Ave., Los} Jan. 1,1955 | No 
Angeles, Calif. 

6.4 Information Productions, Inc., 5 East 57th St., New York, N. Y do No 

6.5 Loew’s, Inc., 1540 Broadway, New York, N. Y-.-. : : do No 

6.6 | Oriental International Films, Inc., 10635 Levico Way, Los Angeles, Calif .do No 

6.7 Paramount Pictures Corp., 1501 Broadway, New York, N. Y-- .do No 

6.8 | Visual Drama, Inc., 1440 Broadway, New York, N. Y do No 

6.9 Russell R. McBride, McBride Engineering Co., 506 Emmons Dr., do No 
Mountain View, Calif. 

16. 10 —_ Screen News, Ltd., 2000 Northcliffe Ave., Montreal, Quebec, | July 11,1957 | Yes 
Canada. 

26.11 | United Nations, New York, N. Y Jan 1, 1955 | No 


! License is only under Bell System patents issued in the United States prior to Jan. 24, 1956, and is 


royalty free. 


? At licensee’s request, license for newsreels is under United States patents only 


TABLE No. 7 


License agreements, identified by name of licensee, executed before Janu- 
ary 24, 1956, and modified after that date by letter agreements to make royaity- 
free licenses granted under United States Patents of the Bell System issued 
before January 24, 1956 (except those of Teletypesetter Corp. ).’ 


I. WESTERN ELECTRIC CO., 


A. R. F. Products, Inc. 

Advanced Electronics, Inc. 

Aircraft Radio Corp. 

Airtronics Radio 

Alcar Instruments, Inc. 

Altee Lansing Corp. 

Amelco, Inc. 

American Diathermy Products, Inc. 

American Gage & Machine Co. 

Ampex Corp. 

Ampro Corp. 

Applied Research Laboratories 

Atlas Electronic Co. 

Atomic Instrument Co. 

Audio Pacific Co. 

Audio Products Corp. 

Audi-Tone Oscillator Co. 

Baird Associates-Atomic 
Co. 

Ballantine Laboratories, Inc. 

Bassett, Inc., Rex 

Bell Air Electronic Corp. 

Bell & Howell Co. 


Instrument 


IN¢ 


| Bedlock Instrument Corp 


Bendix Aviation Corp. 
Eclipse-Pioneer division 
Beta Corp. 

Birtcher Corp. 

Boeing Airplane Co. 
Boonton Electronics Corp. 
Borg, George W., Corp., 


| Browning Laboratories, Inc. 


Bruno-New York Industries Corp. 
Burdick Corp. 

Burnell & Co., Inc. 

California Sound Products, Ine. 
Cascade Research Corp. 

Century Projector Corp. 

Chileott, Edward R. 

Clifton Precision Products Co., Ine. 
Codeco 

Columbus Electronics Corp. 
Coronet Products 

D. & R., Ltd. 

Daka Products 

Dallons Laboratories, Inc. 
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TABLE No. 7—Continued 


I. WESTERN ELECTRIC CO., INCc.—continued 


Dalworth Manufacturing Co. 

Danelectro Corp. 

Daven Co. 

DeCoursey Engineering Laboratories 

Dictaphone Corp. 

Dollar, Robert, Company of California 

Donnell Instrument Co. 

DuKane Corp. 

Dunn Engineering Associates, Inc. 

Bastman Kodak Co. 

Edwards Engineering Co. 

Eldorado Electronic Co. 

BDlectro Impulse Laboratory, Inc. 

Blectromation Co. 

Electro-Physical Laboratories, Inc. 

Electro Voice, Inc. 

Blectronic Development Laboratory, 
Inc. 

Electronic Engineering Co., Inc. 

Electronic Instrument Co. 

Electronic Tube Corp. 

El-Tronies, Inc. 

Fischer, H. G., & Co. 

Fischer, R. A., & Co. 

Fisher Research Laboratory, Inc. 

Franklin Blectronics, Inc. 

Friden Calculating Machine Co., Inc. 

Funk, R., & Co., Inc. 

Furst Electronics 

G & M Equipment Co., Inc. 

Gardena Engineering Co. 

Genisco, Inc. 

Gertsch Products, Inc. 

Giannini, G. M., & Co., Inc. 

Glazier Scientific Laboratories 

Gordon-Brown Co. 

Gorn Plectric Co., Inc. 

Hallen Corp. 

Hallicrafters Co. 

Hamilton Electronics Corp. 


Hanovia Chemical & Manufacturing Co. 


Harper Manufacturing Co. 


Hill Electronic Engineering & Manufac- 


turing Co., Inc. 
Hilliard Electronics Corp. 
Hunter, K. E., Co. 
Hycon Manufacturing Co. 
Indiana Technical College, Inc. 


Inter-Communication System of Amer- 


ica, Inc. 
International Projector Corp. 
Jackson Electrical Instrument Co. 
Jackson Engineering Co. 
Jacobs Electronic Engineering Co. 
Kay Blectric Co. 
Kay Laboratory 
Keithley Instruments, Inc. 
Keystrone Products Co. 
Knight, James, Co. 
Lane-Wells Co. 
Lansing Sound, James B., Inc. 
Lavoie Laboratories, Inc. 
Leeds & Northrup Co. 





Liebel-Flarsheim Co. 

Lindquist, R. J., & Co. 

MacKenzie Electronics 

MacLeod & Hanopol, Inc. 

Mages Electronics 

Magna Electronics Co. 

Magnasyne Manufacturing Co., Ltd. 

Magnecord, Inc. 

Magnedisc Corp. 

McGohan, Don, Inc. 

McIntosh Laboratory, Inc. 

Measurements Corp. 

Medico Electric Laboratories 

Merit Short Wave Diathermy Co. 

Merz Engineering, Inc. 

Micrometrical Development Corp. 

Microspace Corp. 

Mid-Century Instrumatic Corp. 

Miller, William, Instruments, Inc. 

Moviola Manufacturing Co. 

Munston Manufacturing & Service, Inc. 

Nelson Electric Manufacturing Co. 

Newcomb Audio Products Co. 

Newcomb Electronics Corp. 

Pacific Transducer Corp. 

Parsons, N. Vincent 

Philbrick, George A., Researches, Inc. 

Pickard & Burns, Inc. 

Poulsen, G. H., & Co., 

Precision Apparatus Co., Inc. 

Precision Electronics, Inc. 

Presto Recording Corp. 

Pulse Techniques, Ine. 

Quantum Dlectronics, Inc. 

Rahm Instruments, Inc. 

Remler Co., Ltd. 

Rhein Sound Systems, Inc. 

Rose Electro-Therapy Manufacturing 
Co., Ine. 

Rowe Industries 

Rutherford Electronics Co. 

Scientific Equipment Manufacturing 
Corp. 

Selectronics, Ine. 

Sherron Metallic Corp. 

Sidko Co. 

Sierra Electronic Corp. 

Simpson, Mark, Manufacturing Co., Inc. 

Smith, Wm. M., Co. 

Sonithern Co. 

Sound Engineering 





| Southwestern Industrial Electronics Co. 


Stancil-Hoffman Corp. 

Standel Co. 

Stoddart Aircraft Radio Co., Ine. 

Summit Electronics, Inc. 

Surveyor Service Co., Inc. 

Sweeny Sound, Inc. 

Technical Products Company of Los An- 
geles 


| Televideo Corporation of America 


Time, Inc. 


| Transicoil Corp. 
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TABLE No. 7—Continued 


I. WESTERN ELECTRIC CO., INC.—continued 


Triplett Electrical Instrument Co. Northern Electric Co., Ltd. 
Trutone Electronics Northern Electric Co., Lta. 
Ultrasonic Engineering Co. Pacific Electronics 
United States Recording Co. Panhandle Electrical Construction Co., 
Universal Atomics Corp. Inc. 
Vectron, Inc. Panhandle Electrical Construction Co., 
Victor Animatograph Corp. Ine. 
Webber, Kenneth, Industries Pearce-Simpson, Inc. 
Webster Electric Co. Thos. C. Prosser Co. 
Weinschel Engineering Co., inc. Radio Engineering Products, Ltd. 
West Coast Electronics Co. Radio Specialty Manufacturing Co. 
Western Electro-Acoustic Laboratory Railway Communications, Inc. 
Westronic Corp. Railway Communications, Inc. 
Wurlitzer, Rudolph, Co. Raytheon Manufacturing Co. 
Z & W Machine Products, Inc. The Sargent-Rayment Co. 
Zeigler Electronics, Inc. | Paul Schafer Custom Engineering 
A. R. F. Products, Inc. Skycrafters Aviation Radio 
Aermotive Equipment Corp. Standard Electronics Corp. 
Aeronautical Electronics, Inc. Suttle Equipment Co., Inc. 
Air Associates, Inc. Transimatic, Ine. 
Alcor Electronics Corp. United States Instrument Corp. 
Alyce Products Co. Varo Manufacturing Co. 
Amelco, Inc. Warren Manufacturing Co. 
Applied Electronics Co., Inc. West Coast Electronics Co. 
Automatic Electric Co. Wickes Engineering & Construction Co. 
Avia Products Co. World Radio Laboratories 
Baird Associates, Inc. Vincent Zankich 
Bassett, Rex, Inc. American Lava Corp. 
Brown, H., Associates Lenkurt Electric Co., Ine. 
Burrjax Associates Magnetics, Inc. 
Chupp, J. B., Laboratories Servo Corporation of America 
Communication Equipment & Engineer- | Thermistor Corporation of America 
ing Co. Sargent-Rayment Co. 
Communication Equipment & Engineer- | Bay Electronics 
ing Co. Adams Laboratories, Inc. 
Connecticut Telephone & Electric Corp | Alamo Electronics Corp. 
Custom Craft American Time Products, Inc. 
De Luca, John, Instrument & Mold| Amplifier Corporation of America 
Manufacturers |} Audio Electronics Laboratories 
Dielectric Products Engineering Co., | Auth Electric Co. 
Inc. Ballantyne Co. 
Robert Dollar Company of California Barker & Williamson, Inc. 
Electronic Engineering Co. Bell Air Electronic Corp. 
El-Tronics, Inc. Bell Sound Systems, Inc. 
Fisher Research Laboratory, Inc. Bogen, David, Co., Inc. 
G. & M. Equipment Co., Inc Browning Laboratories, Inc. 
Gates Radio Co. Califone Corp. 
Gray Radio Co. Calvin Co. 
Hallicrafters Co. Cardwell, Allen D., Manufacturing 
Harvey-Wells Electronics, Inc. Corp 
Heisner Radio, Inc. Collins Audio Products Co., Ine. 
Hilliard Electronics Corp. Collmus, R. Selway, Electrical Labora- 
Hudson-American Corp. tories 
Lehigh Valley Electronics Engineering | Communication Equipment & Engineer 
Leich Electric Co. ing Co. 
Lorain County Radio Corp. Conn, C. G., Ltd. 
Munston Manufacturing & Service, Inc. | Cook Laboratories, Inc. 
National Co., Inc. DX Radio Products Co. 
Nautical Radio. Electro String Instrument Corp. 
Nielsen Electronics. | Electronic Development Laboratory, 
Northeast Electronics Corp. Inc. 





Northeast Electronics Corp. Femco, Ine, 
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TABLE No. 7—Continued 


I. WESTERN ELECTRIC CO., INC.—continued 


Fender Electric Instrument Co., Ine. 

Fidelity Amplifier Co. 

Freed Transformer Co., Ine. 

Gamewell Co. 

General Amplifier Corp. 

General Electronics of Houston 

General Radio Co. 

Gibson, Ine. 

Godfrey Manufacturing Co. 

Goldak Co. 

Grass Instrument Co, 

Gray, Dudley, Manufacturing Co. 

Gray Manufacturing Co., Ine. 

Gurley, W. & L. E. 

Hallicrafters Co. 

Heller & Associates, Herman 8. 

Hewlett-Packard Co. 

Hickok Electrical Instrument Co. 

Holberton, Munn, Sound Systems 

Hollywood Electronics 

Holmes Projector Co. 

Industrial Corp. 

Inter-Communication System of Amer- 
ica 

Inter-Communications Corp., Ine. 

International Electronics Corp. 

Kaar Engineering Corp. 

Kay Electric Co. 

Kelton Audio Equipment Co., Ine. 

Kiesel Company, L. C. 

Knight, James Co. 

Lake Manufacturing Co., Ine. 

Langevin Manufacturing Corp. 

Lion Manufacturing Corp. 

Livingston Electronic Corp. 

Loge, J. M. 

Loral Electronics Corp. 

Lyon & Healy, Inc. 

Macbeth Corp. 

Magna Electronics Co. 

Maguire Industries, Inc. 

McClure, O. J., Talking Pictures 

Millen, James, Manufacturing Co., Ine. 

Mitchell Camera Corp. 

Motiograph, Ine. 

National Inter-Communicating Systems, 
Ine. 

Pacific Network, Inc. 

Pantages Maestro Co. 

Photo Research Corp. 

Presto Recording Corp. 

Radionic Industries 

Rauland-Borg Corp. 

Recora Co. 

Schulmerich Electronics, Ine. 

Simplex Wire & Cable Co. 

Smith-Meeker Engineering Co. 

Solsound Industries, Ine. 

Sound Projects Co. 

Sperti Faraday, Inc. 

Superior Instruments Co. 

Sweeny Sound, Ine. 





Talk-A-Phone Co. 

Tape Recording Apparatus Co. 

Triplett & Barton, Inc. 

Turner Co, 

Velazco Products, Inc. 

Water Leak Detector Co. 

West Coast Electronics Co. 

Western Sound & Electric Laboratories, 
Ine. 

Worner Electronic Devices. 

Wright Manufacturing Co. 

Allen-Bradley Co. 

Allmanna Svenska Elektriska Aktiebo- 
laget. 

Arnold Engineering Co., Ine. 

Arnold Magnetics Co. 

Ateliers de Constructions Electriques de 
Charleroi. 

Automatie Electric Co. 

Automatic Telephone & Electric Co., 
Ltd. 

Baldwin Co. 

Beckman Instruments, Ine. 

Boesch Manufacturing Co., Inc. 

Bomac Laboratories, Ine. 

British Thomson-Houston Co., Ltd. 

Clarostat Manufacturing Co., Inc. 

Clevite Corp. 

Compagnie General de Telegraphie Sans 
Fil. 

Corsa Corp. 

Crane Co. 

Dale Products, Inc. 

Dumont-Airplane 
ments, Inc. 

Ebauches SA. 

Electra Manufacturing Co. 

Elgin National Watch Co. 

English Electric Co., Ltd. 

Ericsson, L. M., Telefonaktiebolaget. 

Fansteel Metallurgical Corp. 

Felten & Guilleaume Carlswerk, A. G. 

Ferranti, Ltd. 

Foundation Hasler Works. 

Gardner-Denver Co. 

Globe Union, Ine. 

Gramer-Halldorson Transformer Corp. 

Hamilton Regulator Co., Inc. 

Hanovia Chemical & Manufacturing Co. 

Harder, Donald C., Co. 

Harshaw Chemical Co. 

Hitachi, Ltd. 

International Business Machines Corp. 

International Telephone & Telegraph 
Corp. 

Kobe Kogyo Corp. 

Mallory, P. R., & Co., Ine. 


& Marine  Instru- 


| Mepco, Ine. 


Microwave Associates, Inc. 
Minneapolis-Honeywell Regulator Co. 
National Cash Register Co. 

National Fabricated Products, Inc. 
Barnes Engineering Co. 
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I. WESTERN ELECTRIC 


Pacific Semiconductors, Ine. 

Phaostron Co. 

Philips’ N. V., Gloeilampenfabrieken. 

Phillips Electrical Co., Ltd. 

Polaroid Corp. 

Power Equipment Co. 

Pye, Ltd. 

Radio Development & Research Corp. 

Rayco 

Raytheon Manufacturing Co. 

Semi-Conductor Blectronics Corp. 

Servo Corporation of America 

Siemens & Halske A. G. 

Societe Alsacienne de 
Mecaniques 

Societe Anonyme 
tions 

Sprague Electric Co. 

Stevens, George, Manufacturing Co., 
Ine. 

Telefunken G. m. b. H. 

Telettra, S. P. A. 

Texas Instruments, Inc. 

Tokyo Shibaura Electric Co., Ltd. 

Tokyo Tsushin Kogyo KK 

Transistor Products, Inc. 

Tung-Sol Electric, Inc. 

Victory Engineering Corp. 

Aircraft Radio Corp. 

American Radio Manufacturing 
Ine. 

Automatic Electric Co. 

Automatic Electric Co. 

Rex Bassett, Inc. 

Bendix Radio Division of Bendix Avia- 
tion Corp. 

Bodnar Industries, Inc. 

Bomac Laboratories, Inc. 

Central Radio Telegraph Co. 

Collins Radio Co. 

Communication Products Co. 

Continental Electronics Manufacturing 
Co. 

Continental Electronics Manufacturing 
Co. 

Eitel-McCullough, Inc. 

Electronic Specialty Co. 

Erco Radio Laboratories, Inc. 

Gamewell Co. 

General Communication Co. 

General Motors Corp. 

Hughes Tool Co. 

Hearst Corp. 

Nicholas Hennigar Marine Radio 

Hose-McCann Telephone Co., Inc. 

Huggins Laboratories, Inc. 

Ray Jefferson, Inc. 

Kaar Engineering Corp. 

Lear, Inc. 

Lenkurt Electric Co., Inc. 

Lynch Carrier Systems, Inc. 

Northern Radio Co. 

Phileo Corp. 


Constructions 


de Telecommunica- 


. 
Co., 


co., Inc.—continued 


Phileo Corp. 

Radio Engineering Laboratories, Inc. 

Radio Receptor Co., Ine. 

Standard Hlectronics Corp. 

Taylor Tubes, Inc. 

Bob E. Tripp 

The Western Union Telegraph Co. 

Westinghouse Electric Corp. 

Williams Ship-Radio Co. 

Ray Jefferson, Inc. 

Joslyn Manufacturing & Supply Co. 

Mallory, P. R., & Co., Ine. 

Phoenix Dye Works 

Putnam Rolling Ladder Co., Inc. 

Simplex Wire & Cable Co. 

Sprague Electric Co. 

Westfield Sheet Metal Works, Inc. 

Benjamin Electric 

Cepco, Inc. 

Columbia Electric & Manufacturing Co. 

Goodyear Aircraft Corp. 

Industrial Research Products, Inc. 

Leeds & Northrup Co. 

Lumin-glo Ceiling Corp. 

Luminous Ceilings 

Marlux Corp. 

Pittsburgh Reflector Co. 

Smith, A. L., Iron Co. 

Wakefield Co. 

Maspeth Telephone & Radio Corp. 

Accurate Insulated Wire Corp. 

Ahrendt Instrument Co., Inc. 

Airpax Products Co. 

Allegheny Ludlum Steel Corp. 

Alphaduct Wire & Cable Co. 

American Insulated Wire Corp. 

American Machine & Foundry Co. 

American Relay & Controls, Inc. 

Anaconda Wire & Cable Co. 

American Bosch Arma Corp. 

Armco Steel Corp. 

Aveo Manufacturing Corp. 

Baker & Co., Inc. 

Barker & Williamson, Inc. 

Belden Manufacturing Co. 

Boeing Airplane Co. 

Bundy Electronics Corp. 

Burnell & Co., Inc. 

Celco 

Collyer Insulated Wire Co. 

Communication Accessories Co. 

Connecticut Telephone & Electric Corp. 

Continental Copper & Steel Industries, 
Ine. 

Control Engineering Corp. 

Control Instrument Co., Inc. 

Cornish Wire Co., Ine. 

Crescent Co., Ine. 

Crescent Insulated Wire & Cable Co. 

Crosby Laboratories, Inc. 

DeLuxe Coils, Ine. 

Diamond Wire & Cable Co. 

Dietz Design & Manufacturing Co. 
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Eastern Malleable Iron Co. 

Eicor, Inc. 

Electric Auto-Lite Co. 

Emerson Electric Manufacturing Co. 
Xmerson Radio & Phonograph Corp. 
Espey Manufacturing Co. 

Essex Wire Corp. 

Evans, George, Corp. 

Fairmount Foundry, Inc. 

Freed Transformer Co., Inc. 
General Cable Corp. 

General Instrument Corp. 

General Insulated Wire Works, Inc. 

General Radio Co. 

Goslin Corp. 

Hall Manufacturing Co. 

Hamilton Regulator Co., Inc. 
Hubbard & Co. 

Hycor Co., Ine. 

Hycor Co., Ine. (Puerto Rico) 
International Telephone & Telegraph 

Corp. 

Jack & Heintz, Inc. 

Jefferson Electric Co. 

Kaiser Aluminum & Chemical Corp. 

L. & M. Industries 

Leich Electrie Co. 

Lenhart, Holman O. 

Lowell Insulated Wire Co. 

Lynch Carrier Systems, Inc. 

Magnetic Amplifiers, Inc. 

Magnetics, Inc. 

Makepeace, D. B., Co. 

Mallory, P. R., & Co., Inc. 

Massachusetts Institute of Technology 

Narragansett Wire Co. 

Neil, R. W., Co., Inc. 

Norden Laboratories Corp. 

Norris-Thermador Corp. 

North American Aviation, Inc. 

Okonite Co. 

Ortho Engineering Corp. 

Phelps Dodge Copper Products Corp. 

Power Equipment Co. 

Railway Communications, Inc. 

Raytheon Manufacturing Co. 

Remington Arms Co., Inc. 

Republic Steel Corp. 

Roebling’s, John A., Sons Corp. 

Rome Cable Corp. 

Servomechanisms, Inc. 

Simplex Wire & Cable Co. 

Southern Electrical Corp. 

Southwestern Industrial Electronics Co 

Sprague Blectronic Co. 

Steward, D. M., Manufacturing Co. 

Superior Electric Co. 

Thompson Products, Inc. 

Torwico Electronics, Inc. 

Triad Transformer Corp. 

United States Rubber Co. 

United States Steel Corp. 


co., INC.—continued 


Universal Manufacturing Co., Ine. 

Vaughn Machinery Co. 

Vectron, Inc. 

Vickers, Inc. 

Victory Engineering Corp. 

Walker Bros. 

Weston Electrical Instrument Corp. 

Whitney Blake Co. 

Aerovox Corp. 

Chicago Condenser Corp. 

Clare, C. P., & Co. 

Deutschmann, Tobe, Corp. 

Fast, John E., & Co. 

Gardner-Denver Co. 

Giannini, G. M., & Co., Ine. 

Gudeman Co. 

Ingersoll-Rand Co. 

International Telephone & Telegraph 
Co. 

Jewel Cotton Mills, Inc. 

Midwest Electronics 
Corp. 

Utica Drop Forge & Tool Corp. 

Ferranti Electric, Ine. 

Knopp, Inc. 

Lavoie Laboratories, Inc. 

Varo Manufacturing Co., Inc. 

Marex Manufacturing Co., Inc. 

Langevin Manufacturing Corp. 

Adams Engineering Co. 

Highway Trailer Co. 

Morrill & Morrill 

Power Equipment Co. 

W. R. & W. Scientific Glass Co. 

Aeronautical Electronics, Inc. 

Bassett, Rex, Inc. 

Bodnar Industries, Inc. 

Clark Crystal Co. 

Cryco, Inc. 

Crystals, Inc. 

Daltron Corp. 

DX Radio Products Co., Inc. 

Electrical Products Corp. 

Electronic Indicator Corp. 

Hill Electronic Engineering & Manufac- 
turing Co. 

Hoffman, P. R., Co. 

Ingram Laboratories, Inc. 

International Crystal Manufacturing 
Co. 

Knights, James, Co. 

Lewis, E. B., Co. 

McCoy Electronics Co. 

Miller, August E., Laboratories 

Monitor Products Co. 

Pan-Electronics Corp. 

Polytech Devices, Inc. 

Precision Crystal Laboratories 

Premier Research Laboratories, Inc. 

Ramsay Industries, Inc. 

Reeves Hoffman Corp. 

Silver City Glass Co., Inc. 


Manufacturing 
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Tedford Crystal Laboratories 
Union Thermoelectric Corp. 
Westline Electronics Co., Ine. 
X-Tron Electronics, Inc. 


General Crystal Co., Inc. 

Northern Engineering Laboratories, Inc 
Sherold Crystals, Inc. 

Snelgrove, C. R., Co., Ltd. 


II. WESTREX CORPORATION 


Columbia Pictures Corp. 

Twentieth Century-Fox Film Corp. 
Universal Pictures Co., Inc. 

A-1 Recording Corp. 

Academy Films 

Cinematic 

Cinerama, Inc. 

Cinesound Co. 

Color Reproduction Co. 

Eastern Sound Studios, Inc. 

Eastman Kodak Co. 

Encyclopaedia Britannica Films, Inc. 
Filmcraft Productions 

Glen Glenn Sound Co. 

Handy, Jam, Organization, Inc. 
Hughes Sound Films 

International Producers Service Co. 
Jarville Studios 

Magno Sound, Inc. 

Minnesota Mining & Manufacturing Co. 


Movietonews, Inc. 

Photo Magnetic Sound Studios, Inc. 
Picture Recorders 

Les Post Organization 

Premier Radio Enterprises, Inc. 
Princeton Film Center, Inc. 
Reeves Sound Studios, Inc. 
Carlos C. Rivas 

Hal Roach Studios 

Frederick K. Rockett Co. 

Ryder Sound Services, Inc. 
Sound Services, Inc. 

Techno Instrument Co. 
Telescriptions, Inc. 

Todd-AO Corp. 

United Film & Recording Studios 
University of California 
University of Southern California 
University of Washington 
Wilding Picture Productions, Inc. 
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OF JUSTICE 


THURSDAY, APRIL 24, 1948 


House or REPRESENTATIVES, 
ANTITRUST SUBCOMMITTEE OF THE 
COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:05 a. m., in room 
346, Old House Office Building, Hon. Emanuel Celler (chairman) 
presiding. 

Present : Representatives Celler and McCulloch. 

Also present : Herbert N. Maletz, chief counsel; Kenneth R. Hark- 
ins, cocounsel; and Milton Eisenberg, associate counsel. 


oo 
The CHairmMan. The meeting will come to order. 


TESTIMONY OF HORACE P. MOULTON, ESQ., VICE PRESIDENT AND 
GENERAL COUNSEL, AMERICAN TELEPHONE & TELEGRAPH C0., 
ACCOMPANIED BY HUGH B. COX, COUNSEL—Resumed 


Mr. Harkrns. Mr. Moulton, has A. T. & T. made a policy decision 
that as little as possible of the non-decree-type technical information 
is to be provided? In connection with that, I refer you to a docu- 
ment entitled “Memorandum,” dated August 9, 1956, prepared by 
Mr. C. I. Baker, with reference to a conference attended by Messrs. 
Kappel, Brown, Schmidt, and himself. 

Mr. Cox. August 9, 1956? 

Mr. Harkins. August 9, 1956. 

Mr. Moutton. I have before ‘me a memorandum signed by C. I. 
Baker, dated August 9, 1956, which states that : 

On August 9, 1956, Mr. P. A. Gorman outlined the conclusions reached in the 


conference attended by Messrs. Kappel, Brown, Schmidt, and himself as to the 
charges for technical information. 


Item 1 reads as follows: 


As little as possible of non-decree-type information is to be provided; in part 
because its provision entails some obligations on Western's part to make it work. 

That is a memorandum, of course, which comes from the files of 
Western Electric Co. Those were all Western Electric people at that 
time. 

Mr. Harkins. Mr. Kappel was the president of Western Electric ‘ 

Mr. Movutron. He was. 

Mr. Harkins. Who was Mr. Brown? 

Mr. Movtron. I suppose that is Mr. Walter L. Brown, vice presi- 
dent and general Teun 
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Mr. Harkins. Who is Mr. Schmidt ? 

Mr. Mouton. I think he was the vice president in charge of 
engineering. 

Mr. Harkins. And Mr. C. I. Baker! 

Mr. Moutrron. He is a patent-licensing representative. I might 
say, In connection with this document, that I have very little personal 
familiarity with this decision. However, I do believe that the sig- 
nificant thing here is that, when you get into nondecree-type infor- 
mation, it entails a very great amount of engineering work by the 
engineers, which was in addition to that which is involved in the decree- 
type work, and, as you perhaps know, engineers are hard to come by 
these days, or were at that time, and I think this policy was largely 
motivated by that practical situation. 

Mr. Harkins. I see. As far as you know, Mr. Moulton, this policy 
decision was made and has been put into effect. 

Mr. Moutron. I do not know about its being put into effect. 
know we do provide a good deal of information, and offer a good 
deal of information in certain areas which goes beyond the decree. 
Those are the areas of new technology, and I ‘do not think there have 
been many instances in which we have turned down really serious 
requests for general technical information of any kind. 

Mr. Harkrns. I see,sir. Whois Mr. P. A. Gorman? 

Mr. Movutron. At that time Mr. P. A. Gorman was a vice president 
of Western Electric Co., who had general charge of overall super- 
vision of patent matters ‘and other matters within that organization. 
He is now a vice president of the New Jersey Bell Telephone Co. 

Mr. Harkins. Mr. Chairman, I offer this document for the record. 

The Cuatrman. Accepted. 

(The memorandum referred to follows :) 


MEMORANDUM 


On August 9, 1956, Mr. P. A. Gorman outlined the conclusions reached in a 
conference attended by Messrs. Kappel, Brown, Schmidt, and himself as to 
charges for technical information. 

1. As little as possible of nondecree-type information is to be provided, 
in part because its provision entails some obligations on Western’s part 
to make it work. 

2. There may be cases where information for an equipment may be obso- 
lete, or nearly so, or where no development on it has been done for several 
years, and in such cases it may be judged practicable to charge a fee which 
is less than standard. Presumably, in an equal number of cases, develop- 
ments may be so obviously costly to us that higher-than-standard rates will 
be judged to be appropriate. 

3. Applicants may be given less than complete packages of information 
for equipments, if that is what they want. In such cases, the committee 
on determination of charges for technical information furnished under the 
consent judgment is asked to set a minimum of 25 or 50 percent of the 
full-scale charges, below which payments by the licensee will not fall. 

4. In the report of the committee, a rate is shown for each of the seven 
product classes which reflects BTL development (col. “a” of the table on 
p. 4 of the committee report). These rates should be reduced by 

(a) BTL development which relates directly to patents. 

(b) BTL development which relates to processes, methods, machines, 
tools, ete., and not to end products for which the decree requires tech- 
nical information to be supplied. 

The reduced rates for each product class are then to be added to the 
appropriate E of M rates for technical information (col. b of the table) and 
the sums are to be the fees for each product class. 
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Mr. Gorman telephoned Mr. H. J. Wallis, BTL (room 1109 West Street, 
extension 2227) and described what is needed. A conference on the matter has 
been arranged in Mr. Wallis’ office at 9 a. m. on August 10, 1956. 


C. I. BAKER. 

Mr. Harkins. On February 3, 1956, did the Suttle Equipment Co. 
request a license from Western for an automatic dialer? 

Mr. Moutron. That is right. In substance, I believe it was a re- 
quest for a license although I am not quite clear. 

Mr. Harkins. Yes. We will develop the scope of the request. Now 
in its request on February 3, 1956, did Suttle indicate it wanted to 
manufacture this unit for the independent field ? 

Mr. Moutron. I do not have the letter. All I have is a very brief 
summary of it. I could not read all of these documents. 

The CuarrMan. Let’s identify the Suttle Equipment Co. Who are 
they ? 

Mr. Harkrys. Could you answer that question, Mr. Moulton ? 

Mr. McCuutocn. Mr. Chairman, if I might interrupt the witness. 

( Discussion off the record. ) 

Mr. Harkins. The question, Mr. Moulton—— 

The Cuarrman. Mr. Moulton, if any question arises that you feel 
would impinge upon the principles we announced, will you state so? 
Mr. Moutron. I will not abuse that privilege, I can assure you. 
Mr. Harkins. The question was, Did they indicate that they wanted 
manufacture this automatic dialer for the independent field ? 
Mr. Mouton. I think you referred to the letter of 
Mr. Harkins. February 3. 

Mr. Moutron. February 3, and the letter indicates—perhaps 
would be as well to put the letter in. It speaks for itself. 

Mr. Harkins. All right, sir. 

The last paragraph of the letter of February 3 from Suttle Equip- 
ment Co. to Mr. L. F. McRae reads: 


We are most appreciative of your continuing interest and cooperation in aid- 
ing us to begin manufacture of this unit for the independent field. 


t 


~ 





Suttle also had requested technical information concerning the 
manufacturing of this automatic dialing equipment; is that not so? 
I refer you there to a March 27 letter from Mr. MacRae to Mr. Line- 
berger, sales manager of Suttle Equipment Manufacturing Co. 

Mr. Moutron. I have the letter. 

Mr. Harkins. Had not Suttle requested technical information con- 
cerning these automatic dialers? See the last sentence in the first 
paragraph. 

Mr. Movutron. All I know is what is here, and it says: 

I am now in a position to give you some information concerning the prospect 
of obtaining licenses and information for manufacturing this dialer. 

But I find nothing in the letter to which this was a response which 
has any reference to technical information. 

Mr. Harkins. Apparently these gentlemen also conferred on the 
telephone. 

Mr. Mouton. I do not see anything in here to indicate that to be 
the case. 

Mr. Harkins (reading) : 

I am now in a position to give you some information concerning the prospect 
of obtaining licenses and information for manufacturing this dialer. 


26086 O—5&8—pt. 2, vol. 2 25 
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Mr. Movutton. But my only point is there is nothing in these letters 
and I have no independent information’ I don’t believe, which indi- 

cates that there was any specific request from Suttle for this. 

On the face of it this seems to have been volunteered by our people. 

Mr. Harkins. I see. 

Now, at the time of Suttle’s request, is it not true that the Bell Sys- 
tem had six of these units in operation / 

Mr. Movtron. No; I do not think we had them in operation. This 
is something which was under research and development in the labora- 
tories. We do not, to my knowledge, have an operative and generally 
used automatic dialer. 

Mr. Harkrns. Do you have any of them in operation in any loca- 
tion ? 

Mr. Movrron. I do not know. We may have a very few on test, 
attempting to test them. 

Mr. Harkins. You have six of them on test ? 

Mr. Moutron. I do not know whether we have the six on test. I 
know that six were developed and hand-made in effect in Bell Labora- 
tories. These were purely experimental models. They were not in 
the final perfected form. 

When you attempt to build a piece of apparatus such as this, which 
is brand new, the only way you can do it is by trial and error, and 
apparently this was the first trial to make one in the laboratories to 
see whether it would work. 

Now, we do this constantly with new things, and there are always 
bugs in these things that have to be ironed out. 

At that point it is not in a manufacturing state. Western has not 
gotten into it. It is purely in a developmental state, and I think this 
is an instance of that. 

Mr. Harkins. Whois Mr. C. M. Mapes? 

Mr. Movuttron. He is assistant chief engineer, A. T. & T. 

Mr. Harkins. And where does he work ? 

Mr. Mouton. A. T.& T. 

Mr. Harkins. And what location, sir? 

Mr. Movtron. 195 Broadway. 

Mr. Harkins. Do you have the letter of January 6 from Suttle to 
Western Electric? 

Mr. Harxrns. I do not. 

Mr. Cox, Ladin is the date of that letter / 

Mr. Harkins. January 6, 1956. The letter is referred to in the 
February 3 letter from the Suttle Equipment Co. 

Mr. Mouton. I donot have that. Doyou have it ? 

Mr. Harkins. No; I donot. 

Mr. Moutron. I’m sorry, I do not know where that is. 

Mr. Harkins. The March 27 letter from Mr. MacRae to Mr. Line- 


berger reads as follows: 


I have learned that these 6 units were especially developed and made by the 
Bell Telephone Laboratories for trial purposes. Under the terms of the final 
judgment we are obliged to furnish technical information relating to equipment 
manufactured by Western for sale or lease to Bell operating companies or 
A. T. & T. Therefore, since these units were made by the Bell Telephone 
Laboratories, we would not be in position to furnish technical information 
pertaining to them. 


Is that a correct reading of that passage ? 
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Mr. Mouton. That is a correct reading, and the reason behind 
that provision is just as I have indicated: That there are no manu- 
facturing drawings in any real sense at this stage in development. 

This is purely development work, and if we were to give what 
technical information we have on this, which is constantly changing, 
because these are people sitting there and trying to figure out how to 
make one of these apparatuses work, and we nll es in a peck of 
trouble with the people to whom we gave the information because the 
information would be out of date the next day, and it would put a 
terrific load on the scientific and research personnel of the ae ra- 
tories. That is the reason for the provision, and I think this is an 
instance where the reason is very well illustrated. 

The Cuairman. I will have to suspend for just about 5 minutes 
if you don’t mind. 

(Short recess taken. ) 

The Cuarrman. Go ahead, Mr. Harkins. 

Mr. Harkins. Mr. Moulton, to summarize, the decree requires tech- 
nical information to be provided to an applicant if it is information 
connected with an item manufactured by Western, but the decree does 
not. require technical information to be furnished to an applicant if 
the information is not associated with an item that is manufactured 
by Western but is manufactured by some other organization in the 
Bell System, is that not right? 

Mr. Mouton. That is it in substance. 

Specifically, in this instance the case refers to Bell Telephone Lab- 
oratories where they were doing some benchmade experimental work. 

Mr. Harkins. Yes. Bell Telephone Laboratory information is 
not required to be given. 

Mr. Movrron. That is correct. 

Mr. Harkins. There is nothing in the decree that requires you to 
deny Bell Telephone Laboratory information, is there ? 

Mr. Moutron. No, no, no. 

Mr. Harkins. In fact, you do sell an awful lot of technical infor- 
mation from Bell Telephone Laboratories / 

The Cuarrman. Do I understand you said “sell” ? 

Mr. Harkrns. Yes. 

Mr. Movtton. I think that is perhaps—— 

Mr. Harkins. You make it available with a charge / 

Mr. Movutton, We make it available with a charge. 

Let me explain this. When a new technology opens up such as the 
transistor or some other very important new technology, then Bell 
Laboratories does several things. It publishes widely in scientific 
papers. These are scientific treatises relating to this new art. It 
holds frequently symposiums to which it invites licensees, and there 
the information is associated with the license and there may be a 
charge. These go to the fundamental art and are an effort to advance 
the technology for the advantage of rere and that type of 
undertaking Western does go into. But, beyond that, Western’s job 
is research—I mean Bell Laboratories, I'm sorry. I’m talking about 
Bell Laboratories. Its function is fundamental research and bring- 
ing the results of that research down to a state where it comes to a 
point where it can be turned over for development. 
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Mr. Harxtns. So your answer is, I take it, that in some instances 
you do sell technical information from Bell Telephone Laboratories 
although not required to under the decree. 

Mr. Mouton. We impart information and in some cases we make 
charges for it, yes. 

Mr. Harkins. Now the prayer to the Government’s complaint re- 
quested that technical information and know-how from Bell Labora- 
tories be made available under compulsion, is that not right ? 

The next to the last page, item 17 of the prayer, I believe. 

Mr. Mouton. Yes, it did. That would be completely impractical 
because it would—first the information as in the case of the auto- 
matic dialer would be of very little value because of change, and sec- 
ond, if this burden were put on Bell Laboratories, it would very 
ser iously impede the fundamental research which these people are 
engaged in. 

Mr. Harkins. So this is at least one instance where in the patent 
section the consent decree falls short of the prayer of the Government 
in its complaint ? 

Mr. Mouton. Yes, in that sense. 

Mr. Harkins. Suttle, however, could get licenses to manufacture 
these automatic dialers, that is get licenses under the patents that 
cover the automatic dialers, is that right ? 

Mr. Moutton. Yes. 

Mr. Harxrns. But they could not get the technical information 
because these automatic dialers, these six that were in operation, were 
not manufactured by Western ? 

Mr. Movtron. Because in substance there was not any reliable tech- 
nical information available. 

This was the result of the efforts of scientists in the laboratories 
trying to build something from which, ultimately, when it was put in 
shape, there would be manufacturing drawings. As you know, in the 
whole patent law there is one basic philosophy, and that is something 
that must be reduced to practice before you get an invention. 

Mr. Harkins. Here he can get his license under the patents. 

Mr. Movtton. But this is akin to that. This is reducing the art to 
patents. 

Mr. Harkins. These are patents available, though. 

Mr. Moutton. The patents are. 

Mr. Harkins. And you can get licenses to the patents ? 

Mr. Moutrton. To the extent there were licenses; yes. 

Mr. Harkins. Did Suttle’s intent to manufacture this equipment 
for the independent field have any bearing upon the decision not to 
supply technical information ? 

Mr. Mouton. Oh, none whatsoever; no. 

Mr. Harxrns. Mr. Chairman, I offer these two documents for the 
record that have been referred to. 

(The documents referred to follow :) 

SUTTLE EQUIPMENT Co., 


Chicago, Ill., February 3, 1956. 
Re: Automatic dialer. 
Mr. L. F. MacRae, 
Patent Attorney, Western Electric Co., 
New York, N.Y. 
Deak Mr. MacRae: On January 6 we wrote you about subject unit and our 
great interest in being licensed to manufacture it. 
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We enclose copy of letter from Mr. C. M. Mapes, assistant chief engineer of 
American Telephone & Telegraph Co., which will completely identify the item 
for you. He suggested that we contact you concerning the obtaining of manu- 
facturing rights. 

We are most appreciative of your continuing interest and cooperation in aiding 
us to begin manufacture of this unit for the independent field. 

With kindest regards. 

C. L. LINEBERGER, 
Sales Manager, Manufacturing Division. 


MARCH 27, 1956. 
Mr. C. L. LINEBERGER, 
Sales Manager, Manufacturing Division, 
Suttle Equipment Co., Chicago, Til. 

DearR Mr. LINEBERGER: Please forgive my delay in answering your letter of 
February 3, 1956, concerning the automatic dialer. The principal cause of this 
delay has been the extraordinary amount of work we have had in connection 
with the final judgment entered in the Government antitrust suit against this 
company and American Telephone & Telegraph Co. which disposed of the suit 
without trial or adjudication of any of the issues. I am now in position to give 
you some information concerning the prospect of obtaining licenses and informa- 
tion for manufacturing this dialer. 

I have learned that these six units were especially developed and made by the 
Bell Telephone laboratories for trial purposes. Under the terms of the final 
judgment we are obliged to furnish technical information relating to equipment 
manufactured by Western for sale or lease to Bell operating companies or 
A. T.& T. Therefore, since these units were made by the Bell Telephone labora- 
tories, we would not be in position to furnish technical information pertaining 
to them. 

On the other hand, you may apply for a license to manufacture these units 
under any Bell System patents involved, which license would be granted in 
accordance with the final judgment. However, as to technical information I am 
afraid I can see no immediate solution to the problem. 

Best regards. 

Very truly yours, 
L. F. MacRag, Patent Licensing. 

Mr. Harkins. Now, Mr. Moulton, is the availability of decree-type 
technical information from Western dependent upon whether or not 
the requested technical information is going to be used solely in pro- 
duction for Western ? 

Mr. Movtron. In production for Western ¢ 

Mr. Harkins. For Western by the applicant. 

Mr. Mouton. Decree type? 

Mr. Harkins. Yes. 

Mr. Moutron. No. 

Mr. Harkins. On March 8, Mr. C. I. Baker wrote a memorandum 
to S. E. Brillhart concerning requests for technical information relat- 
ing to the Tonawanda high-speed strander, is that not true ? 

The document referred to is dated March 8, 1956. I show you this 
document. 

You have identified Mr. C. I. Baker, I believe, as vice president of 
Western. 

Who is Mr. Brillhart ? 

Mr. Movutron. Director, research and development, Western Elec- 
tric Co. 

Mr. Harkins. This memorandum indicates, does it not, that three 
companies were interested in obtaining technical information relating 
to this strander, namely, American Insulated Wire Corp., Phelps 
Dodge Corp. and Plastic Wire & Cable Corp. 
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Mr. Mouton. Let me read the memorandum. It comes at me fresh. 

Mr. Harkins. All right. 

Mr. Mouton. Now the question was? 

Mr. Harxtns. The 3 companies, the names of 3 companies, Ameri- 
can Insulated Wire Corp., Phelps Dodge, and Plastic Wire & Cable 
Corp. were interested in getting technical information on the strander. 

Mr. Moutron. I believe that to be the case. 

Let me just add one thing so we will be talking in context here. The 
high-speed strander is a piece of machinery which is not sold to the 
operating companies. It is not a decree-type equipment. 

Mr. Harxrns. This isa nondecree type of information ? 

Mr. Moutron. You asked me earlier on the decree-type equipment. 

Mr. Harkins. And this is non-decree-type technical information 
that is being requested here? 

Mr. Movtron. That is right. 

Mr. Harkins. Now Phelps Dodge asked for this technical informa- 
tion on the strander on February 29, 1956, and again on March 16, 
1956; is that not so, and I refer you to correspondence from Phelps 
Dodge to Western on those two dates? Do you have copies of them ? 
Is that right, Mr. Moulton, that they did request it on those two dates, 
February 29 and March 16, 1956 ? 

Mr. Movtron. The second memorandum says that in a telephone 
conversation a vice president of Phelps Dodge indicated in the next 
few months Phelps Dodge will ask for technical information for 
Tonawanda high-speed strander, which is an indication that 

Mr. Harxtns. They had already asked for it on February 29, had 
they not? 

Mr. Movtron. Yes; and then apparently in March they said they 
were going to ask for it. 

Mr. Harkins. Now as of March 8, Mr. Brillhart had indicated that 
American Insulated Wire might be given access to this technical m- 
formation, had he not? That is on the first document I showed you. 

Mr. Moutron. Yes. 

Mr. Harkrns. Do you have a copy of that document, the March 8 
memorandum ¢ 

Mr. Movtton. I have not. 

Mr. Harkins. Of your own? You can keep mine. But it is cor- 
rect, is it not, that that memorandum indicated that as of March 8 
Mr. Brillhart had indicated that American Insulated Wire might be 
given access to this technical information, about the middle of the 
second paragraph ? 

Mr. Moctron. Yes. 

Mr Harrys. Now in connection with this, did not Mr. Baker ad- 
vise that American Insulated Wire’s representative, Mr. Galkin, had 
advised him, Baker, that American Insulated Wire would intend to 
use such a strander only in production for Western / 

Mr. Moutton. I do not have any record of that. You havea record 
of it. 

Mr. Harkins. I will read this: 





AIW’s Hyman Galkin has advised me that for the moment AIW would intend 
to use such a strander only in production for Western. 


Iam reading from the March 8 memorandum. 
The CHarrMan. ATW, the American Insulated Wire Corp. ? 
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Mr. Moutrton. It says for the moment they intend to do that. 

Mr. Harxrins. Yes. 

Mr. Movtron. That isn’t any indication of future intent. 

Mr. Harxrns. In this memorandum Mr. Baker also stated : 

Will you kindly advise us whether such technical information can be made 
available, and if so, whether you would wish its availability to be restricted to 
a limited number of companies which might act as suppliers for Western. 

Is that a correct reading of that document ? 

Mr. Moutron. Yes. : 

The CuHatrman. Do you think that that is consistent with the 
consent decree ? 

Mr. Mou ron. First, this had nothing to do with it. Second, this 
is a question, and I do not know what the answer is. I am waiting 
for the answer. 

Mr. Harkins. You do not know the answer to this? 

Mr. Movtton. I think I do. I think the answer is that there is no 
such restriction, but I do not know whether you have a document 
which says to the contrary, but I have never heard of any such restric- 
tion being placed on this. 

The CHairmMan. But at least in this instance there were 3 companies 
that made the request, and the 1 company that made goods for West- 
ern Electric was the 1 whose request was complied with. 

Mr. Mouton. No, Mr. Chairman. I do not think any of them 
ultimately took this information. 

Mr. Harkins. On March 16, 1956, Mr. Brillhart advised Mr. Baker 
that it would be satisfactory to furnish the technical information on 
the strander to American Insulated Wire, is that not so? I refer 
you to a memorandum dated April 12, 1956, from Mr. Brillhart to 
Mr. Baker, the third paragraph. 

Mr. Moutton. Yes, the third paragraph reads: 

Our letter of March 16, 1956, included the advice that it will be satisfactory 
to furnish information on the strander to the American Insulated Wire Corp. 
This corporation is an established producer of cable made with the machine 
and, therefore, are prepared to fully utilize Western’s machine drawings. 

Mr. Harkins. Now Mr. Brillhart—— 

Mr. Movutton. May I just make the point that this contains no 
limitation of technical information to suppliers to Western, and that 
was not, as I understand it, the basis upon which this decision was 
made. The decision wasto go forward with American Insulated Wire 
Corp., which I think is a relatively small outfit as compared certainly 
to Phelps Dodge, and not to go forward with Phelps Dodge or Plastic 
Wire & Cable, the reason being that American Insulated Wire were 
in a position to use the information effectively. 

The feeling of our people was that the other people were not. They 
had not had experience, and that the burden of going forward and 
providing them with all of the information that would be required 
would be too great in those cases. 

The CHatrMAN. How do you know all this? Are you acquainted 
with all these facts? 

Mr. Moutton. Mr. Chairman, I have attempted to familiarize my: 
self as best I could with the 35 cases which Mr. Harkins so kindly 
indicated might be asked about. 

The CHarrMan. You did not know about this memorandum ? 
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Mr. Mouton. I could not read every memorandum. I know of the 
substance of it, but in preparation here I just physically could not 
read all the papers, so I had to have some summaries made. That is 
the best I oad do, and I was trying to be as helpful as I could. 

Mr. Harkins. The decision made was to give it to American 
sulated Wire and not to Phelps Dodge and Plastic Wire & Cable, i 
that not right ? 

Mr. Mouton. That is right, and American Insulated Wire never 
took it. 

Mr. Harkins. But the decision was made to give it to American 
Insulated Wire? 

Mr. Moutron. Yes, sir. 

Mr. Harkins. In this connection, Mr. Brillhart said, did he not: 


This corporation— 
referring to American Insulated Wire— 
is an established producer of cable—— 


Mr. Moutton. That is right. 

Mr. Harkrns (continuing) : 
made with the machine and, therefore are prepared to fully utilize Western’s 
machine drawings. 

Inasmuch as neither Phelps Dodge nor Plastic Wire & Cable are similarly 
situated, they should not be furnished machine drawings due to the additional 
engineering effort involved to make the information understandable. 


Mr. Mouuron. That is right. 

Mr. Harkins. Is that correct? 

Mr. Mouton. That is right. 

Mr. Harkins. Now does an “established producer” mean one who 
is producing i for Western? 

Mr. Moutron. No, by no means. 

Mr. Harkins. Did either Phelps Dodge or Plastic Wire & Cable 
indicate that they would not produce solely for Western ? 

Mr. Moutron. Not to my knowledge. 

Mr. Harkins. But American Insulated Wire & Cable did indi- 

cate they would produce only for Western ? 

Mr. Movtton. No, they did not. They said for the moment. 

Mr. Harkins. And Mr. Baker on March 8 had asked : 

Will you kindly advise us whether such technical information can be made 
available, and if so whether you would wish its availability to be restricted to 
a limited number of companies which might act as suppliers for Western. 

That is the context in which this proposition was put to Mr. Brill- 
hart, is it not? 

Mr. Mouton. And Mr. Brillhart did not respond that it should 
be so limited, and in the context I am sure that was not the reason 
for the decision, not to give Phelps Dodge and Plastic Wire the in- 
formation. 

Mr. Harkins. Both Phelps Dodge and Plastic Wire are larger 
corporations, more experienced corporations than American Insulated 
Wire, are they not ? 

Mr. MovutrTon. But not in this field, not in this particular endeavor, 
They are bigger corporations. 

Mr. Harkins. Does the Bell System take all the production of cable 
utilizing these processes—— 








CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 2775 


Mr. Mouton. No. 

Mr. Harkins. Produced by American Insulated Wire? 

Mr. Movuurton. No. 

Mr. Harkins. Do they sell outside the Bell System ¢ 

Mr. Moutron. As far as I know, I really am sure they do sell out- 
side the Bell System. 

The Cuatrman. Do you know of your own knowledge? 

Mr. Movuuron. But I can check that. Let me make this point: 
That this technical information was not accepted, was not taken by 
American Insulated Wire. 

Mr. Harkins. But the decision was made to give it to them? 

Mr. Moutron. Yes. 

Mr. Harkins. And the cost was $200 for collecting, is that not 
right ? 

Mr. Movuuron. What? 

Mr. Harkins. The cost of this technical information will be $200? 

Mr. Moutron. $200,000 ? 

Mr. Harkins. $200. I refer you to this letter of April 12. 

Mr. Mouuton. May I see it? 

Mr. Harkins. This memo? This is documented material. 

Mr. Moutron. Wait a minute, if I may. That was the cost of col- 
lecting, editing, and reproducing a set. 

Mr. Harkins. Yes, sir. 

Mr. Mouton. That wasn’t necessarily the charge that would have 
been made for it. 

Mr. Harkins. That was the cost to Western. 

Mr. Movuuron. Of the gathering of the papers and reproducing 
them. That is all. 

Mr. Harkins. Now the papers or the documentary materials, are 
those the documentary materials which are included ‘within the defi- 
nition of technical information which is set forth in the consent 
decree ? 

Mr. Moutron. This was not consent decree 

Mr. Harxrns. This was not? 

Mr. Movtton. Information, because this was not a consent-decree- 
type of equipment. This equipment is not sold to the Bell operating 
companies in any way. 

Mr. Harxins. What is its use? What is it used for? 

Mr. Movuuron. It is used to put insulating on wire and cable, and 
we do not sell the machines. 

Mr. Harktns. So under the decree any technical information that 
relates to manufacturing methods used in Western Electric to make 
equipments which are sold to the Bell operating companies cannot be 
made available, is that not correct * * * need not be made available? 

Mr. Movutron. The decree only relates to manufacturing drawings, 
et cetera, as the decree reads, of equipments sold. 

Mr. Harkins. Yes. 

Mr. Moutton. To Western Electric. 

Now if you go back, here is the dichotomy. You have the equi 
ment and you have the specifications and know-how to go with the 
a ‘itself. Then you have the machines with which it is msde. 
Then you have the processes which are used in operating those ma- 
chines. Then you have the machines which make the machines with 
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which the thing is made, and then you have, how do you build the plant 
and where do you put the location. 

Now somewhere you have to draw a line, because Western Electric, 
which manufactures over 50,000 separate apparatus items, just could 
not be in business and go out and engineer everybody else’s plant. It 
just wouldn’t do. That is the reason why there is a limitation here, 
and that is the reason why you have to have a limitation. 

Mr. Harkins. But the decree does not require technical informa- 
tion for the equipments or the methods at least that are involved in 
manufacturing by Western Electric for the Bell System. 

Mr. Movtron. When you talk methods, you are talking a very 
broad term. There is information as to method in the technical in- 
formation which is decree and there is information in that which 
is not decree. 

The line of distinction is machines and tools on the one side and 
the equipment, manufacturing drawings of the equipment itself, the 
materials. specifications of materials, acceptance tests, wiring tests, 
wiring layouts, and so on, which is decree-tyne information. 

Mr. Harkins. But the point is, Mr. Moulton. that the decree in 
its provisions relating to technical information, does not require any 
delivery of technical information if that technical information is 
not related to an article that is actually sold by Western Electric 
to the companies in the Bell System, is that not right ? 

Mr. Movtron. I think it is, but I’d like to check the decree on the 
“actually sold” part. 

Mr. Harkins. The decree says. “Sold to.” 

Mr. Movutron. “Manufactured by Western for sale or lease to.” 

Mr. Harktins. Now, does this not mean that a great number of ac- 
tivities carried on in Western related to the manufacture of these 
articles which are sold to the Bell operating companies is not required 
to be made available under the decree ? 

Mr. Movunton. The drawings covering the machines and tools are 
not included, and that was for the reason I have stated. 

Mr. Harkins. Yes, but that is not included. 

Mr. Moviron. But the technical information which is supplied 
under the decree is information which is sufficient for a manufacturer 
who has some competence to manufacture the equipment itself. 

I do not want to belabor this, but just so there will be a little clari- 
fication, if I could take advantage of the chairman’s kind sue¢estion 
the other day, that we might insert something in the apnendix, and 
iust so there will be some clarification, I have a few sample drawings 
from a decree-type technical information package, and could we put 
those in ? 

The CHarrMan. Certainly. 

Mr. Movriron. And I would just like to speak about 1 minute to 
show vou what it is. 

This is a polarized relay, 280-A. It is a relatively simple little 
gadeet. 

Mr. Harkrns. Is this decree-type technical information ? 

Mr. Moviton. Yes. 

This we do sell. This is in effect a component used on a teletype 
circuit. It contacts here. 
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Mr. Harkins. You will sell drawings and specifications for this? 

Mr. Moutton. Oh, yes. 

Mr. Harrys. But you will not sell any drawings or specifications 
relating to machines that make this? 

Mr. Moutrton. If anybody cannot 

The CHarrman. What is your answer? Is the answer “yes” or 
“no” on that if you can answer it “yes” or “no.” 

Mr. Mouton. The answer is we are not prepared to do that. 

The CuHatrman. So the answer is “no.” 

Mr. Moutton. No, the answer to the question was we will not sell. 

Mr. Harkins. You do not. 

The CuarrmMan. You do not sell. 

Mr. Moutrton. I do not know as we have ever been asked to. We 
are not required to sell. 

Mr. Harkins. But all the machines that are in back of this item 
that finally is sold by Western to the Bell companies and all the 
processes that are used in manufacturing, and technical information 
relating to that branch of Western’s operations is not required to 
be made available under the decree. That is true, is it not? 

Mr. Movurron. When you talk in processes, you will find on 
these 

Mr. Harxrns. I am talking about the processes relating to this 
piece of equipment. 

Mr. Movtron. I am talking about the same thing, and you will 
find a good many process things which might fall well within the 
broad term “process” in this technical information. 

Mr. Harkins. But there is also a wide variety that is not included, 
is that not true, of processes ? 

Mr. Mouton. No, I do not think so on this. 

Mr. Harkrns. On this one? 

Mr. Moutton. No. 

I do not want to belabor this, but I do think it would be well to 
have in the appendix a few sample drawings and specifications. 

This is taken from a larger package. There are 136 papers which 
consist of or comprise the technical information covering that rela- 
tively simple device. 

I won’t put them all in the record, but I have a few sample draw- 
ings and specifications, just so we get a feel for it, if that would not 
overburden this record. 

Mr. Harkins. As I understand it, this is the type of information 
you do supply under the consent decree? 

Mr. Mouton. Yes. 

Mr. Harkins. Are required to supply ? 

Mr. Movtton. Yes. 

Mr. Harkins. Now the auestion I am asking: Is it not a fact that 
there is a great variety of technical information related to the manu- 
facture of these items which you sell which is not required to be 
made available to an applicant under the consent decree even though 
he is licensed ? 

Mr. Movtton. We do not have to provide technical information 
with respect to machines and tools, layouts of plant, and so on. 

We are not in the business of engineering and constructing onerating 
plants for manufacturers. We could not possibly be in that business 
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and do our own job. That would be an impossible undertaking if you 
had to do it with reference to some 50,000 apparatus items, so the 
answer is for those reasons “No.” You are correct. 

Mr. Harxrns. In this instance, though, the documentary informa- 
tion which had been requested and which it was decided not to be 
made available only cost $200 for Western to assemble, is that not 
right, relating to this strander / 

Mr. Moutron. Yes, to assemble. 

Mr. Harkins. To assemble. 

Mr. Moutron. But that does not mean that is the charge. 

Mr. Harkins. Mr. Chairman, I offer for the record these series of 
five documents relating to the Tonawanda high-speed strander. 

The Cuatrman. They will be accepted. 

(The documents referred to follow :) 


PHELPS DopGE CoPpPER PRODUCTS CorP., 
New York, N. Y., February 29, 1956. 
Mr. T. J. DANE, 
Western Electric Co., 
New York, N.Y. 

Dear Mr. DANE: We plan to expand our production facilities to manufacture 
a wider range of communication cables, required by the Bell System, than the 
constructions now being supplied by us. We believe this would work out to 
mutual advantage. 

In this connection, we would like to obtain the drawings for the high-speed 
rotating takeup strander which you have in operation at Tonawanda and also 
the five unit binder head which is used in conjunction with this equipment. 

Your cooperation and assistance in making these drawings available to us 
would be greatly appreciated. 

May we have your advice? 

Very truly yours, 
C. BLUMOEHR. 


Marcu 5, 1956 
File : B-60—-2-AC. 
Mr. C. I. BAKER, 
195 Broadway: 


Attached is a copy of a letter from Phelps Dodge Corp., wherein they reveal 
plans for expanding their production facilities to manufacture a wider range 
of communication cables similar to those required by the Bell System. 

Their particular interest is in the high-speed rotating takeup strander which 
we have in operation at Tonawanda. Will you kindly advise Phelps Dodge the 
basis on which drawings, etc., for the above equipment can be acquired. 


T. J. DANE 


MARCH 8&, 1956. 
Re Tonawanda’'s high-speed strander. 

Mr. 8S. E. BrRILLHaArRT: As you probably know, we have had a series of com- 
munications from the management of the Tonawanda plant, from the purchas 
ing division, and from American Insulated Wire Corp. relating to AIW’s de 
sire to obtain drawings and specifications for Tonawanda’s high-speed strander. 

AIW’s Hyman Galkin has advised me that for the moment AIW would in- 
tend to use such a strander only in production for Western. 

I believe that in earlier conversations you indicated that you had advised 
Tonawanda that we might go ahead with licensing and with supplying the 
technical information to AIW. Will you kindly confirm this, if it is correct? 

In addition, the purchasing division has forwarded a request for the same 
information which they had received from Phelps Dodge. In August and Sep- 
tember of 1955, the subject had been discussed with Phelps Dodge’s Vice Presi- 
dent W. J. Palmer who now says that the letter received by purchasing was 
written prematurely and he will advise us later whether Phelps Dodge wishes 
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to obtain technical information for the strander. From conversations with Plas- 
tic Wire & Gable’s President Phillips, it is judged that this company will also 
ask us for technical information for the strander if they learn that the informa- 
tion has been made available to anyone else. 

Will you kindly advise us whether such technical information can be made 
available, and if so whether you would wish its availability to be restricted to 
a limited number of companies which might act as suppliers for Western. 

In the event that such information may be supplied, we shall first need to ne- 
gotiate terms. Accordingly, in such event will you advise us additionally as to 
(a) the cost of gathering and reproducing the material: and (b) additional 
information, if any, which in your opinion would be helpful in the establish- 
ment of continuing fees by the committee of which you, Messrs. Latimer, 
Naramore, Simpson, Myers and I are members. 


C. I. BAKER. 


MARCH 16, 1956. 
Re Tonawanda’s high-speed strander. 


Mr. S. E. BrittyHart: Supplementing our memorandum of March 8, 1956, we 
have had a telephone communication from Phelps Dodge’s vice president W. J. 
Palmer indicating that in the next few months Phelps Dodge will ask us for 
technical information for Tonawanda’s high-speed strander. 

When you reply to our memorandum of March 8 on this subject, will you 
kindly indicate how we may deal with Phelps Dodge’s prospective request. 

C. I. BAKER. 


APRIL 12, 1956. 

Mr. C. I. Baker: This is in connection with the inquiries you have received 
from the American Insulated Wire Corp., Phelps Dodge Corp., and Plastic Wire 
& Cable Co. toward obtaining process information and know-how covering 
Tonawanda’s high-speed strander. 

We have determined that drawings for the strander are available and the 
cost of collecting, editing, and reproducing a set will be $200. Operating speci- 
fications for the machine are not available and therefore cannot be supplied. 

Our letter of March 16, 1956, included the advice that it will be satisfactory 
to furnish information on the strander to the American Insulated Wire Corp. 
This corporation is an established producer of cable made with the machine 
and, therefore, are prepared to fully utilize Western’s machine drawings. 

Inasmuch as neither Phelps Dodge nor Plastic Wire & Cable are similarly 
situated, they should not be furnished machine drawings due to the additional 
engineering effort involved to make the information understandable. 


(Signed) S. E. BRILLHART. 


Mr. Maerz. Mr. Moulton, assuming that Western Electric has 
basic patents on an essential piece of machinery, is it required under 
the decree to make available to an applicant any technical information 
pertaining to that piece of machinery ? 

Mr. Mouton. So long as that piece of machinery is not sold or 
manufactured for sale or lease by the operating companies, the 
answer is “No.” We do have to make patents available, and they have 
the information which is in the patents. 

Mr. Maerz. Now let’s assume that an independent manufacturer 
or a prospective independent manufacturer wants to get into business 
in competition with Western Electric. 

Mr. Mouton. Yes. 

Mr. Maerz. And to ufilize Western Electric’s patents covering 
machinery ¢ 

Mr. Mouuron. Yes. 

Mr. Maerz. Is there any way that that independent manufacturer 
can, under the decree, obtain from Western Electric any technical 
information on any Western Electric machinery, assuming that that 
machinery is not sold to companies of the Bell System. 
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Mr. Movtron. You are saying are we required under the decree 
to give them that technical information ? 

Mr. Maerz. Yes, of course. 

Mr. Movtron. As I construe the decree, we are not required to give 
him that information. The technical information and know-how was 
with respect to the equipment itself. 

Mr. Harkins. Mr. Moulton, as a general rule, is it not accurate 
tosay that A. T. & T. charges for technical information both the kind 
required by the decree and the kind not required by the decree on the 
basis of a royalty-type payment, that is a percentage of the selling 
price of the article on which technical information is used ? 

Mr. Movtton. A continuing charge based on a percentage: yes. 

Mr. Harkins. Yes; a royalty-type payment. 

Mr. Movuron. You can characterize it as you want. to. I say it isa 
continuing charge and there is very good reason for doing that. 

Mr. Harxtns. And in the consent decree, under section XIV (a), 
when you are charging for technical information, you are entitled to 
recover (1) the cost of gathering and reproducing and (2) the propor- 
tion, if any, of the development expenses allocable to the class of 
equipment for which the information is being furnished ? 

Are those the two items for which you are permitted to charge? 

Mr. Moviron. May I have the question again? 

(The question, as recorded, was read by the reporter. ) 

Mr. Movctiron. Yes, with this exception : The decree reads: 

That portion, if any, of the development expense that is reasonable and is 
properly allocable to the class. 

Mr. Harkins. It is true, is it not, that A. T. & T. uses Graybar ex- 
clusively for sales to others in the Bell System operating company ? 

Mr. Movxiron. No; we sell a little direct. 

Mr. Harkins. To other people ? 

Mr. Movtron. Yes. 

Mr. Harkins. What is Graybar’s function? It is not a part of the 
Bell organization, but what does the Bell organization use Graybar 
for? 

Mr. Movtton. We havea very limited sale of Western’s equipments 
to a few of the independent companies. We do not maintain an or- 
ganization for that purpose, that is, a distributing organization or 
anv sales organization. It is convenient to sell through Graybar, 

which has been historical, such small amounts of equipment as we do 
sell. 

As I say, we do sell some directly, but that is not of any great con- 
sequence. There is no exclusive arrangement there. 

Mr. Harkins. There is no exclusive arrangement ? 

Mr. Movuitron. No. It happens to be a convenient way to do this 
verv small amount of outside business. 

Mr. Harkins. Graybar’s crstomers received decree tyne informa- 
tion prior to the decree from Gravbar without a separate charge being 
made for the information ; is that not so? 

Mr. Moviron. They received some of the information which would 
be included in the broader scope of decree-type technical information : 
that is right. 

Mr. Harkins. Now, Mr. Moulton, I will refer you to your testimony 
on Tuesday, April 22, with respect to Graybar. Do you remember 
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this memorandum that you signed December 20, 1955, for the files of 
A.T.&T.? Iwill read it in part: 

Thus, though Graybar is, in fact, our only distributor, that relationship is 
not enjoined by section XI since Graybar does not, in fact, have any exclusive 
right. 

Mr. Mouton. That is right. It is our only distributor. I said 
we did make some sales direct, and that is not at all inconsistent. 

Mr. Harkins. Is it your exclusive distributor / 

Mr. Mouton. No. 

Mr. Harkins. It is your only distributor / 

Mr. Movutron. They have no exclusive rights. We do sell some 
direct. Historically, we have sold this small amount through Gray- 
bar. There is no reason why we couldn’t change that any time or 
add anybody else, but you must recall that, under section 17 of the 
decree, we are pretty much in ambivalent position, Mr. Chairman, 
with reference to this whole thing. 

(Discussion off the record.) 

The Cuarrman. In other words, you say that Graybar is your only 
distributor, but not your exclusive distributor ? 

Mr. Movrron. That is right. There is no exclusive arrangement 
there. 

The Cuarrman. What is the difference, if it is the only distributor 
and you say it is not the exclusive distributor ? 

Mr. Movtron. If it were an exclusive distributor, we would have no 
rights to sell direct. We would be bound only to sell through Graybar, 
and we are not. There is no binding relationship. This amount of 
business is so small—— 

The Cuatrman. Aside from the responsibility, you only have one. 
If you feel no responsibility, you can still only have one until kingdom 
come. 

Mr. Movutron. There is no requirements or agreement or exclusivity 
in this arrangement. 

The CuatrmMan. But you are enjoined from having any exclusive 
distribution. 

Mr. Movtron. Yes, but I do not take that to mean that we cannot 
distribute a little bit through 1 outlet, and that we have to go round 
and find 2 in order to show it is not exclusive. 

The CHatrman. Your answer is “Yes”; you are precluded from 
having an exclusive distributor, but you only use, in practice, one 
distributor ? 

Mr. Movtron. That is right, for this type. 

Mr. Harkins. And I believe you testified that Graybar’s customers, 
prior to the decree, received a certain amount of decree-type technical 
information without separate charge being made for that information; 
is that true? 

Mr. Movtron. Yes. 

Mr. Harkins. Now, the amount of decree-type information given 
Graybar customers in many cases provided almost all of the technical 
information a licensee could get under the consent decree; is that 
not so? 

Mr. Movurron. I have looked at that particular passage. I do not 
know what the document was in. 
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Mr. Harkins. It is a document dated May 3, 1957. You have 
marked this as a privileged document. Do you have a copy of that 
document ? 

Mr. Cox. Yes; we havea copy of it. 

Mr. Harkins. Is it correct or is it not correet-— 

Mr. Moutton. May I get the document before me? Yes; this docu 
ment says that the— 
drawings and specifications, together with a study of the physical equipment itself, 
in many cases, may well provide nearly all of the technical information the 
licensee would be entitled to receive by application under the consent decree 

Mr. Harkins. Now the problem of what to charge under the con- 
sent decree for technical information furnished without separate 
charge to Graybar’s customers was considered on June 27, 1956, by 
Western’s committee on determination of charges for technical infor 
mation; is tuat not sof Would you find the document dated July 11, 
1956, which I will be referring to? 

Mr. Movtron. I would like to go back for just a moment and refer 
to this seytence that has been read into the record. I made inquiry 
into this, because I wanted to understand this particular sentence, and 
{ think you have to emphasize or, at least, bear in mind the phrase 
“together with a study of the physical equipment itself.” 

What is involved here is that they receive, as I understand it, 
information as to the assembled equipment, but not as to the parts, 
materials, and methods; I mean materials and testing equipment, 
and so on, and performance specifications; so that what this means 
is they have a drawing of a final product, and, if they want to take 
the product apart and make drawings from the parts, they can get 
some more information. It is like the Japanese. They will copy 
anything, or the Russians. That is a technique and, in part, this 
is the same thing. They do get the final assembly drawings, but 
they do not get the underlying drawings and specifications as to the 
parts. That is what this means. = 

And, to the extent that they got part of the package, the question 
was: Shouldn’t, in every case, there be an adjustment in the price 
of the technical information to everybody to reflect the fact that a 
part of it in this other situation was given free ? 

Mr. Harkins. Yes. But it is true, is it not, that in many cases 
the technical information which was given free to Graybar’s cus 
tomers could well provide nearly all of the technical information 
the licensee would be entitled to receive by application under the 
consent decree ? 

Mr. Movuuron. No. I think I have answered that question by 
saying that is only in relationship to a study of the equipment itself, 
and that means taking it apart and making their own drawings and 
testing the metals to see what their consistency is, and then they 
would not have all the information, by any means, in my judgment, 
which is included in the specifications. 

They would have some of it, but not all. 

Mr. Harkins. Whois Mr. Alexander Cohen ¢ 

Mr. Movurron. I know Mr. Alexander Cohen. You want to know 
who he is? 

Mr. Harkin. Yes. 

Mr. Moutton. He is an attorney In Western Electric. 
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Mr. Harkins. And Mr. H. C,. Anderson ? 

Mr. Moutron. Mr. H. C. Anderson was general solicitor of West- 
ern Electric Co. He now is vice president and general counsel of the 
C. & P. Telephone Co., situated in Washington. 

Mr. Harkins. At the time of this May 3 memorandum, he was 
solicitor of Western Electric ¢ 

Mr. Moutron. General solicitor. 

Mr. Harkins. General solicitor / 

Mr. Moutron. Yes. 

Mr. Harkins. Mr. E. J. Kane? 

Mr. Movutron. We have identified him. He is the head of the 
patent licensing. 

Mr. Harkins. Mr. Latimer? Well, let me put it this way. Every- 
body whose names are set forth as being present at this ‘conference 
on May 1, 1957, is or was primarily active in the patent-licensing 
oper: ations of Western Electric; is that not ture / 

Mr. Mouton. Let’s make it “active in.” 

Mr. Harkins. They were the experts? 

Mr. Mouton. Active in. 

Mr. Harkins. Were they experts in the area of patent licensing? 

Mr. Movuuron. I suppose they were experts in the area of patent 
licensing. I am not sure they were experts in the field of technical 
information. 

Mr. Harkins. And who was Mr. Taylor; T. Taylor? I don’t think 
he has been identified. 

Mr. Movtron. Patent licensing engineer, Western Electric Co. 

Mr. Harkins. He would know what he is talking about with respect 
to patent licensing; would he not ? 

Mr. Moutron. With respect to patent licensing I would hope so. 

Mr. Harkins. Now would you say he would not know what he 
was talking about with respect to technical information sales ? 

Mr. Mourron. I think you get into a different area when you are 
talking in terms of technical information than you are in talking in 
terms of patents. 

Our expertise in the field of technical information very largely 
stems from this judgment, because previously we did not make this 
generally available. Our expertise in the field of patent licensing 
goes back much further. 

Mr. Harkins. However, on May 3, 1957, considerably after the 
judgment, Mr. Taylor at this conference said that these drawings 
and specifications- 
together with a study of the physical equipment itself, in many cases, may 
well provide nearly all of the technical information a licensee would be entitled 
to receive by application under the consent decree. 

Now is your testimony intended to contradict that statement ? 

Mr. Movtron. It is intended to explain it, because I was asked for 
an explanation. 

Mr. Harkins. I do not believe you have answered my question 
with respect to this matter. The problem of what to charge under the 
consent decree for technical information furnished without separate 
charge to Graybar’s customers was considered on June 27, 1956, by 
Western’s committee on determination of charges for technical infor- 
mation; is that not so? 
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That is a document dated July 11, 1956. 

(The document referred to appears on p. 2720.) 

Mr. Movtron. I have a 19-page document dated July 11, 1956, 
which refers to a conference held on June 27, 1956, that conference 
being held with reference to a report of the committee on determina- 
tion of charges for technical information furnished under the consent 
judgment, and the memorandum is signed by Mr. F. C. Childs who 
was an attorney in the legal department of Western E lectric. 

Mr. Harkins. On pages 18 and 19 of that memorandum that you 
referred to: On July 11 Mr. Childs reported that this committee was 
of the opinion that any charge for this type of technical information 
presumably would have to be a lump sum; is that not so, page 19 / 

Mr. Moutron. Yes. 

The CuarrMan. I am going to make a suggestion here. If it meets 
with your approval, Mr. McCulloch, I would appreciate your letting 
us know. I am concerned about the time, and I do not want to have 
this hearing unduly prolonged. I wonder whether we could not de- 
vise a method by which we could conserve some time in the following 
way. 

Counsel has many documents containing declarations of policy and 
other information which is very pertinent, by responsible offici: als of 
either Western Electric or A. T. & T. or any of its companies. I 
wonder whether we couldn’t put those in the record, or rather ex- 
cerpts in the record, and then put the entire document in the record 
which contains those excerpts, and give you an opportunity, Mr. 
Moulton, to review them, and to make your reply? Could we do that, 
instead of taking the time of the committee at these formal hearings 
to make the reply. 

Mr. Movrton. You mean a written reply / 

The CHarrman. We want your reply to be in writing. 

Mr. Moutrton. Yes. 

The CuHatrMan. So that I, as chairman, can rule upon them. In the 
event that you put in extraneous matters, it would be deemed not 
relevant or, for other reasons, objectionable, I would have to strike. 
Do you follow me? 

Mr. Movutron. Yes. 

The Cuarrman. I first want to ask my colleague, Mr. McCulloch, 
as to that. 

Mr. McCuuiocn. Yes, that is agreeable, so that a proper record 
may be obtained. 

The Cuarrman. Is that agreeable to you, Mr. Moulton 

Mr. Mouton. Yes. The documents and the general questions re- 
lating to them would be communicated to us and we would attempt to 
give you answers. 

The Carman. In other words, just like the questions he has 
asked here now. 

Mr. Mouton. Yes. 

The CratrMan. But instead of prolonging this, let the record 
speak for itself, whatever it is, giving you an opportunity to reply 
as best you may. Then we want your reply in writing and we will 
put it in the record, that is understood, subject to the conditions that 
I laid down. 

Mr. Movuton. I am a hundred percent for this arrangement. 
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The CuHatrrmMan. That does not cover all the proceedings. I am 
referring to these patent questions. 

Mr. Mouton. This I understand, yes. 

The Cuarrman. Proceed. 

We will see what happens as you go along here, and then I will 
come to that conclusion, say, at the end of the morning session. 

Mr. Movutron. That would be an excellent arrangement. I think 
that we have a problem here. I have a problem, as you must appreci- 
ate, in attempting to get myself familiar with these things. 

I have done the best I can, but I just could not read all of these 
documents physically. 

The CuairMaNn. I make this suggestion. Don’t make your answers 
too verbose and too long. 

Mr. Movtron. I will do my best. 

The CHarrMAn. With all due respect. 

Mr. Movtron. I will do my best. I realize I am sometimes over- 
talkative, but that is my nature, and it is a little difficult to curb it. 

The Cuarrman. Go ahead. 

Mr. Harkins. To continue with this Graybar matter, there was 
another meeting on May 1, 1957, which we have already referred to. 

At the present time, are applicants under section 14 charged for 
decree-type information which is made available to Graybar cus- 
tomers without separate charge? 

Mr. Movtrton. I just cannot answer that question. I just don’t 
know the facts. 

(Mr. Moulton subsequently submitted the following :) 

Answer. There has been no instance, to date, in which an applicant under 
section XIV has been furnished technical information part of which is furnished 
a purchaser of equipment from Graybar. When such an occasion arises, 
however, an appropriate adjustment will be made in the charge for that infor- 
mation in light of the circumstance that a portion of the information is fur- 
nished without separate charge to Graybar’s equipment purchasers. 

Mr. Harkins. Have any arrangements been made to bind the Gray- 
bar customers in order to prevent them from using for manufacturing 
purposes the technical pelennatied received from Graybar, and from 
passing the technical information on to others? The basis for that 
question is on page 5 of your May 3 memorandum about the May 1, 
1957, meeting. 

Mr. Moutton. The answer to that is “No.” 

Mr. Harkins. No arrangements have been made. 

Mr. Moulton, it is true, is it not, that A. T. & T.’s accounting pro- 
cedures do not show what the development expenses have been for 
specific equipments, except in a few cases ? 

I refer you to page 10 of this July 11 memo. 

Mr. Movtron. This document is the document of July 11? 

Mr. Harkins. The July 11, 1956. 

Mr. Movtron. Page 10? 

Mr. Harkins. Page 10: 

Our accounting does not show what the past development expense has been 
for specific equipments, except in a few cases. 


Mr. Movtron. I read that here. It surprises me a little. I say 
it surprises me. 
Mr. Harkins. It surprises you, yes. Is it accurate? 
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Mr. Moutton. I donot know. I cannot confirm or deny that. 

Mr. Harxins: That is‘written by Mr. F. C. Childs. 

Mr. Mountron. He may be a little more expert in this field, but 
not a great deal. 

Mr. Harxktns. Now for this reason, if your accounting procedures 
do not show what the development expense has been for the specific 
equipments, it would be almost impossible, would it not, to demon 
strate what a reasonable lump-sum charge for any given equipment 
would be? That i , in the same paragr aph. 

Mr. Movtron. I do not know whether this says that. 

Mr. HARKINS (reading) : 

However, it would be hard to demonstrate what a reasonable lump-sum charge 
for any given equipment might be. Our accounting does not show what the 
past development expense has been for specific equipments, except in a few 
cases, 

Mr. Movutron. I read that here, but it does not say it would be 
impossible, and it is my recollection, and I may be wrong on this, that 
such a study was made, and it was developed that it was not 
impossible. 

May I suggest that this be one of the first questions you ask in your 
written interrogatories, if there are to be written interrogatories, 
because 

Mr. Harkins. You just cannot answer this now? This document 
will be in the record. 

Mr. Moutron. Yes. 

Mr. Harkins. I suggest that if you do not want to stand on the 
statement in the document, would you supplement the record? 

Mr. Mouuron. Yes; I would be glad to. 

I am just over my head. 

Mr. Harkins. Now another topic discussed at the June 27, 1956, 
meeting reported by Mr. F. C. Childs involved the use of a develop- 
ment loading factor. 

That would be on page 11, with reference to charges for technical 
information. 

Mr. Mouton. May I read this before you ask the question ? 

I have read it. 

Mr. Harkins. Now the way A. T. & T. in the past has handled 
development and engineering expenses is to include a loading for such 
expenses in the selling price of Western’s standard telephone prod 
ucts; is that not so? 

Mr. Mouton. Well, it says that selling prices include a loading 
for development related to engineering. 

Mr. Harkins. Yes; and in any year this loading is determined by 
means of a table which equates the previous 20-year sales and the 
development expenses for major products classes so as to provide a 
percentage figure representing an average ratio of development ex- 
pense to sales in each of those 20 years; is that not right ¢ 

Mr. Movtron. Yes. 

Mr. Harkins. And it was suggested that the loading percentages 
currently in effect with certain adjustments would be applied to the 
net selling price of equipment manufactured with the use of technical 
information supplied under the decree ? 

Mr. Movtton. That is a paraphrase of the third sentence of this. 

Mr. Harkins. That is what it says; is it not? 
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Mr. Movutron. It is a paraphrase, yes. 

Mr. Harkins. I will read from the document: 

The committee suggested appropriate adjustments to the percentages currently 
in effect and recommended that such adjusted percentages be applied to the 
net selling price of equipment manufactured with the use of technical infor- 
mation furnished by us. Each 5 years the adjusted loading percentages should 
be reviewed according to the committee and new factors, either lower or higher 
than the current ones, made applicable with respect to the technical infor- 
mation furnished thereafter. 

Now when you use a loading factor, does that not mean that 
Western, when it sells in 1958 ‘technical information that was de- 
veloped in 1955, is being reimbursed for a portion of 1957’s develop- 
ment expenses ¢ 

Mr. Moutron. I just—— 

Mr. Harkrns. Is there anybody that can testify with respect to 
this? 

Mr. Mouton. I do not think there is anyone here who can testify 
with respect to that. 

Mr. Harkins. I will read the paragraph from page 12: 

Where a development has been carried on for a number of years in the past 
it may well be that each year’s activity contributed something to the production 
of the technical information in question but the end of the year in which it 
was produced would seem to mark the logical point to sum up the cost of 
the underlying development. The fact that by that time the total development 
has been recovered from Western’s telephone products customers is no reason 
why a fair share should not be recovered from users of such technical infor- 
mation. 

Mr. Movutton. That I will stand by. 

Mr. Harkins. You will stand by that ? 

Mr. Movutron. Sure. 

Mr. Harkins. How does section XIV (D) mean that Western may 
be reimbursed in sales of information originally developed in 1955, 
a proportion of 1957’s development expense ¢ 

My question was, Does not the use of the loading factor mean 
that Western, when it sells in 1958 technical information that was 
developed in 1955 as being reimbursed for a portion of 1957’s de- 
velopment expenses? 

Mr. Moutron. No. Here is my understanding of that. There is 
development expense that related to this technical information. This 
necessarily has to be charged as a part of the price of the product 
which is developed, which is covered by this technical information. 
This is done prospectively. You do not put it all into 1 year, be- 

cause the product is sold over a period of years 

Now that is paid ultimately by the telephone rate payer, because 
it gets into the rate base or into expenses. 

The problem is this: In order to get a credit, as this decree requires, 
a credit to them through the development accounts of Western, you 
must charge for the technical information a reasonable amount of the 
development expense. The only way you can do that is prospectively, 
and so you have, because the new person is not using it until he starts 
to use it, in consequence you do kave a carry-forward, but that all 
goes to the credit of the ultimate consumer through credit to the 
development expense accounts. 

Now that is the best I can do with it and I think it is perfectly 
straightforward. 
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Mr. Harkins. My specific question is when you use the develop- 
ment loading factor in pricing technical information, and a person 
comes in and buys 1955 technical information, information that was 
developed in 1955, is he not paying for 1957’s development expense / 

Mr. Movtron. No. He is paying into the development account an 
amount which reduces the current development expense, and thereby 
gives a credit to the ratepayer in effect through the development 
reserve. That is the way it works. 

Mr. Harkins. However, Mr. Moulton, you are talking about the 
books that you keep for charging development expense off from sales 
tothe apereting companies. 

I am talking about the charges for technical information to an 
outsider. 

Mr. Movtrton. I am talking about the charge for technical informa- 
tion to the outsider. 

Mr. Harkins. He is paying for—— 

Mr. Mouton. He should pay a reasonable portion of the develop- 
ment expense. The only way to do it is to charge him and credit it to 
the development expense account, because this technical information 
has been developed previously, and the only way to accomplish the 
objective is the wav I have stated it. 

Mr. Harkins. However, your books do not show what the technical 
information cost for development of a specific item; isn’t that right ? 

Mr. Mouton. They show what it costs by classes. 

There is interplay as between each particular item, because you may 
have development expense which will apply equally to a number of 
items. 

A component may have several uses in several different pieces of 
apparatus. 

In that sense, yes. 

Mr. Harkins. Yes. 

Mr. Movtton. But you have to be reasonable about this. You can- 
not get down and go back and make a complete breakdown because 
of each particular part, because it just is not available, and nobody 
would expect it to be. But the important thing is that the ratepayer 
be credited with a reasonable amount of the development expense 
which attaches to this particular equipment where there is a sale of 
technical information. 

Mr. Harkrns. Could you answer this question? Does the use of a 
loading factor, as used by Western in its pricing of equipments to the 
Bell operating companies, when you use that loading factor for use in 
charging an outsider for technical information, is that permitted by 
section XIV (D)? 

Mr. Movtton. In my judgment, yes. 

Mr. Harxrys. This loading factor is used in billing the Bell oper- 
ating companies in the selling price of Western’s telephone products. 

Does that not mean that all of the development expense for the 
technical information is already paid for when the technical infor- 
mation is sold to applicants under section XTV ? 

Mr. Movtton. No. 

Mr. Harkins. Why not? 

Mr. Moviton. Because you have a continuing development expense 
account, and you recover your expenses, your ir development expense, 
over a long period of time. You do not say- 
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Mr. Harkins. But not the development expense related to the tech- 
nical information that the man purchased ? 

Mr. Moutron. Yes. You have the development expense of the 
drawings and specifications, 

That is not placed in the sales price of the equipment to the Bell 
operating companies in the first year. 

It is spread over a period of time, because this particular piece of 
equipment may be sold over a long—a substantial number of years. 
You do not just say, “In the first year you have got to pay so much” ; 
in the second year you have got all the development expense in there. 

Mr. Harkins. No, but you have in each sale to the Bell operating 
companies of any particular equipment, some part of the selling price 
is allocable under your system of accounting to development expense. 

Mr. Mouton. Yes, but it is not the whole of the development ex- 
pense. 

Mr. Harkins. That is over a 20-year period; the ratio, the table 
that you figure out this proportion is based on a 20-year ratio of de- 
velopment expenses to sales; is that not right? 

Mr. Moutron. Well, it may be 20 in some cases, maybe other 
amounts in others, I do not know. 

Mr. Harkins. In its present operations under section XIV, when 
Western sells technical information to an applicant, is Western col- 
lecting development expense for which it has or will be paid also by 
the Bell operating companies? 

Mr. Movtron. No, because insofar as you have receipts from tech- 
nical information, those go to credit prospectively the item in the 
sales price which covers development expense insofar as it is included 
in the sales price to the operating companies. 

That is the theory. We are not in a position where we are collecting 
twice, because we only have one development expense, and that is 
credited against all sales, and if there is a credit to that, why, then, 
there is so much less that has to be put onto our sales price prospec- 
tively for this particular item. 

Mr. Harxrns. Mr. Moulton, I would refer you to page 12 of this 
July 11, 1956, memorandum, [ Reading:] 

The fact that by that time the total development has been recovered from 
Western's telephone products customers is no reason why a fair share should 
not be recovered from the users of such technical information. 

Do you think that statement is accurate ? 

Mr. Moutron. I do not know whether it is accurate, but it is a 
right statement because there is no reason why the ratepayers, taken 
over a period of time, should not receive a credit against future de- 
velopment on account of additional receipts for technical information. 

This is in the interests of the ratepayer, and this is the purpose of 
the development reserve. 

So I think there is nothing inconsistent with that, and I think it is 
perfectly permissible under section XIV (D), if I understand 

The CHatrMAN. Doesn’t it involve a double payment ? 

Mr. Movtton. No, no; because the credit is given to the future 
ratepayer. 

Mr. Harkins. Sometime in the future / 

Mr. Mouton. Well, currently, because you have a continuing de- 
velopment expense. 
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The Cuatrman. As I read this, this certainly is a double payment. 

If something happens in the future, that is all problematical. 

Mr. Mouton. Mr. Chairman, the question is simply this: Would 
you rather have us give away the technical information and charge 
the ratepayer more or would you rather have us charge the ratepayer 
less and charge for the technical information ? 

The CHartrMan. I do not think that is a fair statement of this 
problem. 

Mr. Moutton. That isthe situation. 

The CratrmMan. You have a decree and you've got to satisfy the 
terms of the decree, and I think your conduct should be strictly in 
accordance with it. 

Mr. Mouton. Well, it is, we believe. 

Mr. Harxtns. However, it is true, is it not. that whenever some 
body buys technical information under section XTV, and the develop- 
ment loading factor is employed in pricing that technical informa- 
tion, then the applicant under the decree is paying for development 
expense in the price of his technical informaton which has already 
been paid by the Bell operating companies ? 

Mr. Movtton. I do not think that is a correct statement. 

The Cuarrman. All right: go to the next auestion. 

Mr. Harkins. Prior to the decree it had been Western’s practice 
to establish standard development loading rates for pricing purposes 
for only seven classes of telephone products; is that not so? 

Mr. Movtron. I think that is so. 

Mr. Harkins. I am referring to page 15. 

Under this system, each of the hundreds of different items in each 
major telephone-product class unon sale contributed to the recovery 
of development expense, even though there may not have been any 
development carried on with respect to such items: is that not so? 

This is on page 15. Mr. Chairman, I will read: 

Western’s practice has been in the past to establish standard development 
loading rates for pricing purposes for only these classes of telephone products: 
Transmission equipment, cable and wire, station apparatus, telephone booths, 
steel wire and strand, protection and outside plant, AH apparatus and other 
apparatus. In the case of nontelephone products, development expense is recov 
ered on an incurred-cost basis. Each of the hundreds of different items in each 
major telephone-product class upon sale contributes to the recovery of the develop 
ment expense, even though there may not have been any development carried on 
with respect to such item for years. Utility commissions inquiring into Western's 
prices and profits have approved this loading. 

Is that a correct reading of that paragraph / 

Mr. Movuron. That is a correct reading of that paragraph. 

Mr. Harkins. Js that paragraph correct ? 

Mr. Moutton. I assume so. 

I have no independent knowledve of this matter. I do not know 
to what extent there are items which do not have any development 
expense. 

I would think that there would be very few. 

Mr. Harkins. Does section XIV (D) permit Western in the sale 
of technical information under the decree, to collect development 
expenses for technical information related to a particular item even 
though in fact there has been no development with respect to that item 
for years. 
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Mr. Moutron. I think it is permissible to do so, because I think 
this is referring to 

Mr. Harkins. What do the words “if any” in section XIV (D) 
mean ? 

Mr. Movutron. I think you have this situation. I think there may 
be some misunderstanding between us. That is you have many things 
which go into a particular apparatus. There are parts and so on. 

Now the fact that there is no development expense with respect to 
the assembled equipment as such may mean, however, that there is 
development expense in connection with other pieces of apparatus 
which had to do with the parts making up this particular equipment, 
and I do not understand this to mean that we have things on which 
there is no development expense at all. If there are, I am surprised, 
because I think we are miracle men if we can produce something with- 
out having some expense in development. 

Mr. Harxrins. Is your testimony that under the decree you are 
permitted to collect development expenses for technical information 
related to a particular item, even though in fact there had been no 
development with respect to that item for years? 

Mr. Movtron. There still is a development expense, and I think 
we are entitled to recover it and credit it to the ratepayer and I think 
we should do it. 

Mr. Harkins. I will read from page 16, Mr. Chairman: 





Our seven major classes are each very broad. The transmission equipment 
class includes thermocouples, transistors, electronic tubes, repeaters, carrier 
systems, transmission test sets, microwave systems, mobile systems, and others. 
It might be that no development occurred for years on thermocouples, for ex- 
ample, but charges for technical information could be made, based on develop- 
ment undertaken for other systems in the class. The trouble with this is that 
it deprives the words “if any” in section XIV (D) of any meaning. Yet these 
words were introduced at the spec‘fic request of the Government * * * and 
the Government negotiators explained that the Government regarded that it 
was free to argue that the defendants were not entitled to recover any of their 
development cost. At an earlier stage in the decree negotiations the Government 
had urged that no reimbursement should be allowed for development expense 
connected with technical information in existence on the date of the decree. 


Now, Mr. Moulton, is that a correct reading of that paragraph ? 

Mr. Movutron. You have read very correctly, sir. 

Mr. Harkins. Are the statements included in that paragraph 
correct ¢ 

Mr. Mouton. What is the thrust of that question ? 

Do you want me to go through it sentence by sentence and comment 
on them ? 

Mr. Harkins. Do you agree with these statements here ? 

Mr. Movtton. Which are you referring to? 

Mr. Harkins. All that I read. 

Mr. Mouttron. The Government negotiators’ position, or are you 
referring to the phrase : 

The trouble with this is that it deprives the words “if any’—— 


Mr. Harkins. Each of the statements I read, sir. 

Mr. Cox. May we have the question read back? Mr. Harkins, did 
you start reading on page 16? 

Mr. Harkins. Page 16: 


Our seven major Classes are each very broad 
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Mr. Cox. And you read to the end of that paragraph. 

Mr. Harkins. Yes. Now what statement in there do you disagree 
with, Mr. Moulton ? 

The Cuarrman. That statement is by Mr. Childs, who is in the 
Patent Division. 

Mr. Movtton. No, he is an attorney. 

The CHatrman. Oh, an attorney. In the Patent Division ? 

Mr. Movtron. No, in the Legal Division. I am having some diffi- 
culty first with the sentence: 

The trouble with this is that it deprives the words “if any” in section XIV (D) 
of any meaning. 

I don’t think it does. I think there is a meaning to those words in 
the circumstances put forward here, so I disagree with that. The 
words “if any” were introduced at the specific request of the Govern- 
ment negotiators. 

I do not have any independent recollection that this was to leave 
them free to argue that we were not to recover any development costs. 

That strikes me as completely inconsistent with the whole theory 
here, because we are required by the decree to credit our development 
costs to our development expense accounts, and there would be no 
point in that provision if they were left free to argue that we were not 
entitled to recover it. 

It is true that at one point the Government urged that there be no 
reimbursement for development expense on predecree technical 
formation. 

However, that was at a time when we were insisting on a 5-year 
limitation on our obligation to provide technical information, and they 
receded from that request when we indicated a willingness to provide 
technical information in perpetuity. 

The CHarrman. I am going to recess at this point to reassemble 
at 2 o’clock, and we will be in session from 2 to 4 this afternoon. 

I am going to ask counsel at 2 o’clock to be prepared to offer in the 
record all these documents of the type that have been offered hereto 
fore. Then, as I indicated before, you shall have an opportunity to 
respond. 

We can go as far as it is possible this afternoon, but we will not 
need to continue your testimony along these lines beyond say 4 o'clock 
this afternoon. 

You shall be given an opportunity, a convenient opportunity, to go 
a these documents and make suitable arrangements with counsel, 

I do not think you will have any trouble, so that you can respond for 
the record in the best way that you can serve the interests of your 
client. 

Mr. Mouton. Thank you, Mr. Chairman. I look forward to 4 
o'clock with great delight. 

The CuHarrmMan. We will now adjourn until 2 o'clock. 

(Whereupon, at 12:02 p. m., the committee recessed to reconvene 
at 2 p. m., the same day.) 

AFTERNOON SESSION 


Mr. Harkins. Mr. Moulton, do you have a copy of a document 
dated April 10, 1957, entitled “Review of Patent Licensing Activities, 
January 24, 1956, to April 1, 1957"? 

(The document referred to appears on p. 2671.) 
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TESTIMONY OF HORACE P. MOULTON, ACCOMPANIED BY HUGH B. 
COX—Resumed 

Mr. Mouton. I do. 

Mr. Harkins. On page 4 under “Other problems,” the first pare 
graph. Under the interpretation that A. T. & T. has placed upon 
section X (F) of the decree, the grant-backs that the licensees of 
A. T. & T. have granted in their licenses continue even though the 
provisions of section X (F), that permit the licensee to cancel his 
license from A. T. & T. are invoked, unless the patent license agree- 
ment which contains the grant-back is terminated in accordance with 
its own terms, is that not correct ? 

Mr. Movtron. That is correct. 

Mr. Harrys. Several of Western’s licensees have questioned this 
interpretation of the consent decree, isn’t that so? 

Mr. Movutron. There have been some preliminary questions on it, 
I think due to lack of understanding. 

Mr. Harkins. A. T. & T.’s interpretation has been questioned in 
connection with the agreements concerning Bendix, Collins Radio, 
General Dynamics, and Philco, is that right ? 

Mr. Movtrton. I will accept that subject to check. I know it has 
in connection with Bendix and Collins. I do not know that it was 
seriously questioned by the other two, but the documents will show. 

Mr. Harkins. To date the mention of section X (F) has not been 
formally construed by either the Department of Justice or by any 
court, isn’t that true? 

Mr. Moutron. No; it has been formally construed by us. 

Mr. Harxrns. But not by the Department of Justice or by any 
court. You would not equate A, T. & T. with the Department of Jus- 
tice or a court. 

Mr. Mouton. No; I was just adding a third leg to the stool, so to 
speak. No formal written interpretation so far as I know. 

Mr. Harkins. Is it important to A. T. & T. to avoid a final deter- 
mination of this provision ? 

Mr. Movtron. No; I do not think it is important to avoid the final 
determination of this question. It seems to me the answer to the 
question is so clear that no formal determination is necessary. 

Mr. Harxrns. However, if a decision were made adverse to your 
present interpretation, then the grant-backs that you have obtained 
from the cross license agreements would be jeopardized, would they 
not ? 

Mr. Movtron. The consequences might be very serious, and that is 
why this section was so explicitly and clearly written. And I think 
perhaps to put this in setting, I should explain what I mean by that. 

It is simply this: Under our grant-backs, both before and after the 
decree, and this is true under the licenses that we give others, the 
licenses are for the lives of the patents. 

This is extremely important to us and to our licensees, because 
where you are manufacturing telephone equipment, you are doing it 
to a particular design which encompasses certain patents, and you 
go forward and manufacture that and put it in the plant. 

Now if there were a right of cancellation of the grant-backs to us, 
that might mean that we could not thence forward manufacture and 
use equipment of standard design which is an integral part of our 
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plant. If this became widespread, then we would be placed in a posi- 
tion where we would have to cease manufacturing of telephone equip- 
ment, because we might, by so doing, and in many instances would 
be, infringing patents s which are inc orporated in our designs. 

This means that we would have to redesign the whole plant, 
might mean that we would have to redesign the whole plant or very 
large sections of it to design around these patents, if that were pos- 
sible, and we would come up with a situation where telephone service 
would be more expensive, and for a period we could not even provide 
the extensions which are necessary to meet public demands for service. 

That basically is your problem here, and that is why this was writ 
ten so clearly. 

Mr. Harkins. Now as I understand it, you take grant-backs so 
that you can keep freedom of design. 

Mr. Mouton. No. 

Mr. Harktns. And manufacture. 

Mr. Movtton. Well, you take grant-backs so that you have patents, 
and you are not barred in the developing technology from giving the 
public the best possible facilities. But this is a little different ques- 
tion. 

This says that although we have been using patents up until this 
particular time under licenses which say we may continue to use those 
patents for the lives of the patents you are cutting off the latter 
phrase. 

We can no longer use those patents so that we can no longer make 
the equipment we have been making, and therefore we are just out of 
business. 

We have to redesign all of our equipment to see whether we can 
get around these patents. 

Mr. Harxrns. It is not as bad as all that. You could probably take 
and pay royalty for the licenses you now have royalty free, and still 
continue in business. 

Mr. Movtron. We have no assurance of that, and if that is the al 
ternative, then we have to pay “through the nose,” and it is going to 
increase the cost of telephone service. 

Mr. Harkins. But nonetheless the purpose of the grant-back is to 
keep you abreast of developments in the communications field that 
other companies have made, is that not right ? 

Mr. Movtton. A grant-back is nothing but a license. 

Mr. Harkins. That is right. 

Mr. Movutron. And the purpose of patent licensing is so that we 
may use patents and continue to employ those patents for the lives 
of those patents in our equipment. 

Mr. Harkins. Yes. 

Mr. Mouton. And that is basically it, so we will not be pre 
eluded. And if there had been a cancellation right here, that means 
we would have had to redesign all the equipment and we just could 
not stand that and it would not be in the public interest. 

Mr. Harkins. Now, Mr. Chairman, I would read from this docu- 
ment: 
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Review of Patent Licensing Activities, January 24, 1956, to April 1, 
1957, page 4: 

The legal departments of a few of our licensees have questioned our inter- 
pretation of the consent decree that a licensee has the right to cancel any li- 
censes from us in an existing agreement but has no right to cancel the agree- 
ment itself, so that the licenses to us go on unless the agreement is canceled 
pursuant to the terms of the agreement. This question has been raised spe- 
cifically by Bendix, Philco, and Collins, who contend that they can terminate 
our rights. So far a showdown on this question has been avoided, but it should 
be recognized that an adverse ruling might be exceedingly serious. 

Mr. Moulton, Western has a predecree patent license agreement, the 
radio agreement, with the Bendix Aviation Co. dated October 3, 1950, 
which runs until December 31, 1959; is that not true? 

Mr. Mouton. There is an agreement with Bendix which is dated 
that date and runs until that date. 

Mr. Harkins. This agreement provides that Western will have a 
broad royalty-free grant-back license from Bendix until the termina- 
tion of the agreement; is that not so / 

Mr. Movtron. I do not know how broad it is, but there was. 

Mr. Harkins. There is a royalty-free grant-back. 

Mr. Movutron. Royalty-free grant-backs on certain equipments, I 
“assume. 

Mr. Harkins. It is possible then that under the 1950 agreement with 
Bendix, Western may obtain patent rights that will extend to 1976; 
is that not so? 

Mr. Mouton. Oh, yes; of course. 

Mr. Harkins. On April 25, 1956, by letter dated February 21, 1956, 
Western’s 1950 agreement with Bendix was modified, effective Janu- 
ary 24, to provide that all licenses under Bell System patents issued 
prior to January 24, 1956, shall be royalty-free; is that not so? 

Mr. Moutron. That is one of the regular royalty-free—— 

Mr. Harkins. That isa regular form letter. 

Mr. Mouton. I am sure it went to Bendix along with everyone 
else. 

Mr. Harkins. On July 10, 1956, did Steven Cerstvik, patent counsel 
for Bendix, confer with A. T. & T. representatives, Messrs. Gosnell, 
G. W. Merwin, and Carter Childs? That is document dated July 
11, 1956. 

Mr. Moutton. That is correct. 

Mr. Harkins. I believe you have identified Mr. Gosnell. Have you 
identified Mr. Merwin / 

Mr. Mouttron. Yes. He is a patent licensing representative. I do 
not know as I have identified Mr. Gosnell. 1 think he may be the one 
I have not identified—patent license manager, Western Electric Co. 

Mr. Harkins. During this conference, did not Mr. Cerstvik advise 
that Bendix had interpreted the consent decree as meaning that, if 
Bendix canceled all of its licenses under Western’s patients that the 
grant-backs to Western would also be terminated, and that Bendix 
would be in a position to charge Western royalties on any Bendix 
patents used by Western. 

Mr. Mouton. Yes. 

Mr. Harkins. Did not A. T. & T.’s representatives at this confer- 
ence disagree with Bendix’s counsel and point out that the radio agree- 
ment would run until December 31, 1959 ? 
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Mr. Mouton. Sure. 

Mr. Harkins. They also pointed out, did they not, that the licenses 
to A. T. & T. were under all inventions made up to the end of this 
agreement and run for the lives of the patents. 

Mr. Mouton. That is true. That is not only true of licenses to us 
but licenses we give. 

Mr. Harkins. During the conference on July 10, did Mr. Cerstvik 
point out that the reason for Bendix’s interpretation of section X (F) 
was that there were two considerations flowing from Bendix to West- 
ern under the 1950 license agreement for the licenses granted by 
Western to Bendix: (1) the ‘payment of royalties from. Bendix to 
Western, and (2) the royalty-free grant-back licenses from Bendix to 
Western ? 

Mr. Mov tron. Is that in this document ? 

Mr. Harkins. No, sir. 

Mr. Moutron. Do you have another document which reflects that ? 

Mr. Harkins. Mr. Chairman, we have documents from Bendix 
Corp. concerning this transaction. I would read from a document 
dated August 1, 1956, from Bendix patent counsel, Mr. Cerstvik to 
Miss Norah C. Taranto, Antitrust Division, Department of Justice. 

On page 2 of this document Mr. Cerstvik recounts his meeting with 
the Western representatives and stated as follows: 

I also pointed out that the reason for our interpretation of section (F) is 
that there were two considerations flowing from Bendix to Western Electric for 
the licenses granted by Western to Bendix, namely (1) the payment of royalties 
by Bendix to Western and (2) the royalty-free flow-back license from Bendix to 
Western under Bendix patents covering inventions owned or acquired by Bendix 
prior to December 31, 1959. 

Now do you dispute that such representation was made in the con- 
ferences with Western’s representatives / 

Mr. Movtron. I have no record of it and I have therefore no reason 
to affirm or deny it. 

Mr. Harkins. Are any of the gentlemen involved in that confer- 
ence present in the room now ? 

Mr. Movutton. No. 

Mr. Harkins. Was it not a fact that there were two considera- 
tions involved in this agreement ? 

Mr. Movtron. No. I think it was a single consideration. I do not 
know what you mean by consideration here, but I think I can—strike 
that. It is a question of law really as to how you construe a par- 
ticular document and what is consideration for what. This goes back 
to the law of contracts, and I do not think I should express opinions 
on that. 

Mr. Harxrns. Under the arrangements Bendix got licenses for 
Western’s patents; is that not right? 

Mr. Movturon. Bendix got licenses? 

Mr. Harxrns. Yes: they are a licensee under your patents. 

Mr. Movtton. They got some licenses under our patents. 

Mr. Harkins. They got some licenses. And in return for that they 
obligated themselves to pay you royalties and to give you licenses 
under some of their patents. 

Mr. Movtrton. I have not looked at the agreement. It would not 
necessarily be that way. 
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Mr. Harkins. Why not? 

Mr. Mouton. Because the question is are these interdependent or 
are they separate covenants, and you get into some very close con- 
tractual questions here, and I am not going to give snap judgments 
on these narrow questions of contract law. I do not think I should 
be asked to. 

Mr. Harxins. Under the arrangement in the 1950 agreement, does 
not Bendix have to pay royalties for its patent license ? 

Mr. Moutron. I assume so. I have not seen the agreement. 

Mr. Harkins. And do they not grant licenses under their patents to 
Western ? 

Mr. Moutron. I assume so. 

Mr. Harkins. Continuing Mr. Cerstvik’s letter : 

For this reason, it would be inequitable to Bendix to be able to terminate 
only its licenses from Western and Bendix’ obligation to pay royalties with- 
out terminating the other consideration, namely the royalty-free flow-back 
licenses from Bendix to Western. 

I take it you are not in a position to testify whether or not these 
representations were made by Bendix to Western’s representatives / 

Mr. Movtron. No; I am not in a position to testify, and I am not 
sure. 

Could you just read that last section / 

Mr. Harkrns (reading) : 

For this reason, it would be inequitable to Bendix to be able to terminate 
only its licenses from Western and Bendix’ obligation to pay royalties with- 
out terminating the other consideration, namely the royalty-free flow-back 
licenses from Bendix to Western. 

Mr. Movtron. That is like an argument, if I give you an apple, 
then you say it is inequitable if I do not give you the whole peck. 

Mr. Harkins. That is your testimony with respect to this? 

Mr. Moutron. That is what I think about that statement, yes. 

Mr. Harkins. The consent decree in section X (F) did eliminate 
the obligation of Bendix to pay royalties on the predecree patents? 

Mr. Movrron. Obligation to pay royalties, yes, insofar as they 
were payable under the agreement, and that is all. 

Mr. Harkins. During the July 10, 1956, conference with Mr. Cerst- 
vik, did not the A. T. & T. representatives contend that A. T. & T.’s 
attorneys in the Antitrust suit had deliberately used the specific 
language set forth in section X (F) with the full knowledge and 
approval of the meaning of such language by representatives of the 
Antitrust Division. 

Mr. Moutron. Did you have another document ? 

Mr. Harkins. Do you know that ? 

Mr. Movrron. No, I do not know. I only have this one document. 

Mr. Harkins. During the negotiations was this specific problem 
discussed and approved by the Department of Justice representatives ! 

Mr. Movtron. This specific problem was discussed with them. You 
have two questions here. First is the question of the decree itself, 
whether the decree gives our licensors the right to cancel their licenses 
to us. That is problem one. For the reasons that I have stated, it 
would have been most unfortunate and contrary to public interest if 
the decree had permitted a cancellation by our licensors. There is a 
second question here, and that is whether apart from that there may be 
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some contractual arguments that can be made with reference to this 
matter. Those the Department had no reason to go into. 

We discussed that general question, but that was a matter com- 
pletely for consideration by anybody who wanted to raise it. But the 
answer is “Yes,” the decree was not intended to give a right of can- 
cellation. If it had been, we would not have accepted it under any 
conditions. We could not have. 

Mr. Harkins. The right of cancellation of the grantbacks? 

Mr. Movutron. That is right. We couldn’t have, because that would 
have chopped us off right then. We would have had to start. re- 
designing our whole plant, and we would just have been—the tele- 
phone business would have stopped. 

Now we cannot do that. 

Mr. Harkins. Is it your testimony that the Department of Justice 
approved that interpretation during the negotiations ¢ 

Mr. Movuttron. Approved it? I’m sure they understood it and you 
couldn’t write the language any more clearly. 

The Cuatrman. What was that last part? 

Mr. Movtron. I say I am sure they understood it, and the language 
could not in my judgment have been written any more clearly. 

The Cuarman. Did the Department of Justice resolve the ques- 
tion? Did they come to any conclusion ? 

Mr. Movuuron. We discussed it. We wrote this language. This 
language is the result of the negotiations, and in my judgment it is 
very clear. 

hey accepted this language, sir. 

The Cuarrman. Did they come to any conclusion that you can point 
to that either you were right or Bendix was right ? 

Mr. Mouton. Oh, you mean since then ? 

The CHARMAN. Yes. 

Mr. Mouton. Since the decree ? 

The CHatrMANn. Yes. 

Mr. Moutron. Oh, no; they have not to my knowledge issued 
formal opinion on this matter. 

I know of none. What happened was that they wrote an inquiry 
to me personally concerning Bendix’s position, and I responded for- 
mally, and a copy of that was in the files which we turned over to the 
committee. 

The Cuatrman. Mr. Harkins says he is going into that. 

Mr. Movtron. So my position is perfectly clear on this. I have 
had no response saying, “We agree with your position,” but I will say 
this: If it were to the contrary, it would be a real disaster to the tele- 
phone industry and to the consuming public, because if we were cut 
off from using these patents, we would be in real trouble. 

Mr. Harkins. Mr. Chairman, I will continue reading from the 
letter sent by Bendix to the Department of Justice describing this 
conference that he had with Western representatives : 

The Western Electric representatives contended that Western Electric at- 
torneys in the antitrust suit deliberately used the specific language set forth in 
section (F) with full knowledge and approval thereof by the Antitrust Division 
of the Department of Justice, so that Western Electric would continue to retain 
the royalty-free flowback licenses granted to Western by Bendix until the 


expiration of the last expiring Bendix United States patent inventions owned 
or acquired by Bendix prior to December 31, 1959. 
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I countered with the statement that since consent decrees in Government anti- 
trust suits were punitive in nature, I doubted that the Department of Justice 
or the United States District Court for New Jersey (which has jurisdiction in 
this case) would uphold Western Electric’s contention. 


The CHarmman. Let me ask there, did anybody appear before the 
court or the judge that granted this consent decree on this matter? 

Mr. Moutron. On this ‘partic ular matter ¢ 

The CHarrMan. Yes. 

Mr. Moutron. I do not recall. The whole decree was submitted 
both in chambers and in open court. I do not recall that there was 
a specific reference to this particular problem. 

The Cuatrman. You did not answer my question. 

Mr. Mouton. I’m sorry; then I do not understand it. 

The Cuarrman. Did anybody appear before the judge that granted 
the consent decree on this particular matter ? 

Mr. Movuron. Oh, was there any application afterward on this 
matter ? 

The CHarrMan. Yes. 

Mr. Movutron. Oh, I’m sorry. No. 

Mr. Harkins. On August 15 you received a letter of inquiry from 
Mr. Hansen about the Bendix matter, did you not? 

Mr. Moutron. Yes. 

Mr. Harkins. Mr. Chairman, I would read that letter into the ree- 
ord at this time. 


It is addressed to Mr. Moulton, signed by Victor R. Hansen, dated 
August 15, 1956: 


Dear Mr. Moulton: We have received a complaint from the Bendix Aviation 
Corp., of Teterboro, N. J., with reference to certain license agreements existing 
between Western Electric and Bendix. Bendix seeks to cancel these agreements 
in their entirety, pursuant to paragraph X (F) of the final judgment. 

We are informed that Bendix, after canceling these agreements, desires to 
enter into a single new license agreement with respect to all Western Electric 
United States patents issued prior to January 24, 1956, for any and all equip 
ment in any and all fields on a rovalty-free basis pursuant to paragraph X (A) 
of the judgment. But Bendix states that it was advised by Western Electric 
that these license agreements could not be canceled in their entirety. 

I would appreciate your looking into this matter at year earliest convenience. 


Mr. Moulton, with respect to this letter, would you say that this 
letter demonstrates that the Department of Justice had knowledge of 
and agreed with A. T. & T.’s interpretation of section X (F). 

Mr. Moutron. I do not think it indicates one way or the other. 
They wanted our views on the interpretation of this decree. 

Mr. Harkins. After receipt of this letter, you had, or at least West- 
ern had, three legal opinions prepared by your counsel interpreting 
this problem. 

This is the memorandum dated August 21, 1956, from Mr. Garrigan 
te Mr. Anderson, another one dated August 21, 1956, from Mr. An- 
derson to Mr. Brown, and another one dated August 30, 1956, from 
Mr. Garrigan to Mr. Anderson. These three memorandums were 
prepared to interpret the legal implications that were raised by Mr. 
Hansen’s letter, is that not so? 

Mr. Movtron. There apparently were some memoranda prepared 
by some lawyers in Western concerning the problem. 

I think the definitive expression of our position and of the ultimate 
legal situation was my letter. 
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Mr. Harkrns. Yes, sir, but my question is this: Do not all these 
subsequent legal analyses prepared in Western derogate from the 
contention that there was agreement among the decree negotiators 
as to the meaning of section 4 (F)? 

Mr. Movutron. I do not know. I have not looked at those so I 
‘“annot explain them. 

All I can say is that whoever wrote them were not parties to the 
negotiations and I was, and they did not consult with me before they 
wrote these memoranda. 

Mr. Harkins. They did not consult with you? 

Mr. Movutrton. Not before at wrote these memoranda. I may 
have seen the memoranda. I do not remember. But I think I am 
the only one who is in a position to discuss what transpired in the 
course of the negotiations. 

Mr. Harkins. But at least these memoranda show that in Western 
there was felt to be a need to get additional legal background or legal 
analysis to support the position that you have taken with respect to 
the Bendix matter, is that not so? 

Mr. Mouton. I have not seen these memoranda. I do not know. 
' cannot characterize these memoranda. 

Mr. Harkins. You wrote a letter on August 24,'1956, to Mr. Han- 
sen setting forth A. T. & T.’s position concerning the Bendix com- 
plaint, did you not ? 

Mr. Mov ton. I did. 

Mr. Harkins. Prior to writing this letter you conferred with Mr. 
Kilgore and Miss Taranto, of the Department of Justice. 

Mr. Moutton. I did. 

Mr. Harkins. When did this discussion take place ? 

Mr. Movutton. Between August 15 and August 24. 

Mr. Harkins. Where was it? 

Mr. Movtton. In Mr. Kilgore’s office in the Department of Justice. 

Mr. Harkins. During this conversation did either Mr. Kilgore or 
Miss Toranto indicate there was substance to the Bendix complaint ? 

Mr. Moutrton. I do not recall that there was any indication one way 
or the other. 

My purpose was to go down and to state orally the position which 
we thought was the very clear position under this and we did so, and 
it was suggested that the position be stated in writing, and I went 
back and I stated it in writing, and this is my statement. 

Mr. Harrys. In your conversation with Mr. Kilgore and Miss 
Taranto, did either express their view that under section X (F) Ben- 
dix had the right not only to cancel its licenses under Bell System 
patents, but also to cancel licenses to the Bell System under Bendix 
patents on inventions made on or after the date of Bendix’s notice of 
cancellation ? 

Mr. Movutton. You mean did they tell me they thought Bendix was 
right and we were wrong? 

Mr. Harkins. Did they tell you that Bendix had a right to cancel 
the grant-back licenses? 

Mr. Moutton. No. 

Mr. Harkins. Did they give you any indication / 

Mr. Mot tron. No. They listened to the position which I stated 
and that was about it. 
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I do not recall any—— 

Mr. Harkins. Didn’t they discuss with you at all this problem? 

Mr. Moutton. They discussed the problem as you would in talking 
about it. 

My recollection of that conference is very hazy, but if what you 
mean is I came away with the impression that they thought Bendix 
was right and I was wrong, the answer is no, and that is the best I 
‘an do with it. 

Mr. Harkins. Did Mr. Kilgore during this conversation affirm that 
in the negotiations leading up to the decree he understood that section 

(F) meant that a licensee could only terminate the license it had 
received from A. T. & T.? 

Mr. Moutron. I do not recall his affirming or denying. 

Mr. Harkins. Mr. Chairman, I would at this time like to read the 
letter from Mr. Moulton to Mr. Hansen dated August 24, 1955: 


DEAR JUDGE HANSEN: This will confirm my recent conversation with Mr. Kil- 
vore and Miss Taranto concerning the complaint of Bendix Aviation Corp. re- 
ferred to in your letter of August 15. 

Briefly, our view of the matter is this: 

1. Bendix is entitled, under section X (F) of the final judgment, to cancel any 
and all licenses granted to it by the defendants under license agreements in 
effect at the date of the final judgment. It may also, if it wishes, apply for 
and receive, under section X (A), royalty-free licenses under the defendants’ 
patents (other than those of teletypesetter) issued prior to the date of the 
judgment to make, use, lease and sell any and all equipment as desired by it. 
As a matter of fact, the existing license agreements have been amended, ef- 
fective January 24, 1956, to eliminate royalty payments for licenses under de- 
fendants’ patents issued before that date, without prejudice to Bendix’s right to 
cancel such licenses under section X (F). 

2. Apparently Bendix claims also the right under section X (F) to cancel 
the licenses which it has granted to the defendants under such license agree- 
ments, thus in effect abrogating all rights under such agreements. It seems 
very clear that Bendix has no such right, for that section provides that “Each 
licensee of either defendant under a license agreement in effect at the date of 
this final judgment may cancel any licenses granted to it * * * under such 
agreement * * *.” Thus the right to cancel is specifically limited to licenses 
granted by the defendants to Bendix and does not provide that Bendix may 
cancel licenses granted by it to the defendants, or as Bendix claims, give it 
the right to “cancel these agreements in their entirety.” 

3. As I believe was made quite clear in the discussions leading up to the 
final judgment, the cancellation of existing licenses to the defendants would 
have serious censequences affecting both the cost and quality of telephone 
service. I assure you that it was definitely the understanding of the defendants 
that the final judgment would not, and did not, contain any provision extending 
such cancellation right to their licenses. 

There are several other considerations which plainly corroborate the con- 
clusion that Bendix does not have the right under the judgment to cancel its 
licenses to the defendants. However, the limitation of the right of cancellation 
in section X (F) to licenses granted by the defendants to its licensees seems 
so explicit and unambiguous that I do not believe it is necessary to go into 
such other considerations in this letter. I will be happy to do so, however, 
if you wish. 

If you have any further questions concerning this matter, I will apprec iate 
your letting me know. 

Very truly yours, 
Horace P. MOULTON. 

Mr. Moulton, on September 5, 1956, representatives of A. T. & T. 
conferred again with Mr. Cerstvik, did they not? And I refer you 
there to a memorandum dated September 7, 1956, prepared by Mr. 
Merwin on the subject of Bendix Aviation Corp. 

Mr. Moutron. I have such a memorandum. 
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Mr. Harkins. Did they have such a conference on September 5? 

Mr. Mouton. I had better read this. 

Mr. Harkins. In the first paragraph ! 

Mr. Movuuton. They had a conference apparently to discuss the 
meaning of the foreign immunity clause of our letter. 

Mr. Harxrns. During this conference the A. T. & T. representa- 
tives raised with Mr. Cerstvik the question of the inquiry A. T. & T. 
had raised from the Department of Justice, and your answer, did 
they not? 

Mr. Movuuron. They raised the point by simply referring to the 
letter which the Department of Justice had written to me. 

Mr. Harxrns. Did A. T. & T. representatives inform Mr. Cerstvik 
that they were surprised to hear from the Department that Bendix 
had made a complaint about A. T. & T.’s position ? 

Mr. Movutron. Yes; apparently. 

Mr. Harkins. Mr. Cerstvik stated that Bendix had not made a 
complaint to the Department, but had simply requested a ruling; 
is that not so? 

Mr. Mouton. That is what this memorandum states. 

Mr. Harkins. Mr. Cerstvik then outlined the discussions and corre- 
spondence he had had with representatives in the Antitrust. Division ; 
is that not so? 

Mr. Mouton. There was a long conversation, apparently, and a 
lot of things in here, one of which was 

The CHarrman. That document speaks for itself. Let the docu- 
ment be offered for the record, and conclusions can be drawn by 
whoever reads it. 

Mr. Harkins. This document shows, does it not, that Mr. Cerstvik 
advised the Western representatives that he had conferred with the 
representative of the Antitrust Division who— 





gave a tentative view that Bendix had the right, under section X (F), not 
only to cancel its licenses under Bell System patents but, also, to cancel licenses 
to the Bell System under Bendix patents on inventions made on and after the 
date of Bendix’s notification of cancellation. 

The CuHarman. I make the same ruling there. That is in the 
letter, isn’t it, in the memorandum ? 

Mr. Harkins. Yes. 

The CHatrmMan. What is your next question / 

Mr. Harxrns. Mr. Chairman, this memorandum shows, does it 
not, Mr. Moulton, that, during the course of these conversations, Mr. 
Cerstvik proposed that if A. T. & T. would enter into a license cov- 
ering predec ree patents and agree to terminate any vested rights on 
Bendix’s inventions made after July 1, 1956, he would write to the 
Department of Justice that all questions between Bendix and Western 
had been satisfactorily settled and withdraw his request for a ruling. 
That is on page 3. 

Mr. Moutton. That seems to be the purport of this; yes. 

Mr. Harkins. Who is Mr. Lack? 

Mr. Moutrton. He is a vice president of Western Electric Co. 

Mr. Harkins. Did Mr. Lack meet with Messrs. Marcus and Lan 
sing, of the Bendix Corp., with reference to Bendix’s request for u 
ruling from the Department of Justice on section X (F) ? 

Mr. Moctrton. I am so advised. 

Mr. Harkrns. What transpired at this meeting ? 
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Mr. Moutton. Mr. Marcus, and the other man’s name was what? 

Mr. Harxins. Mr. Lansing. 

Mr. Moutrton. Lansing. 

Mr. Harkins. Lansing. They are both Bendix men, and they met 
with Mr, Lack? 

Mr. Moutton. Apparently advised Mr. Lack that they had re- 
viewed this situation and the decree, itself, and they believed that 
there was no substance in the contention which they had made or Mr. 
Cerstvik had made with reference to the construction of this decree. 

Mr. Harkins. And where was this conversation ? 

Mr. Movutrron. I guess it was in Mr. Lack’s office. I do not re- 
member. 

Mr. Harkins. Do you have any documents? 

Mr. Moutton. No. 

Mr. Harkins. How did you find out ? 

Mr. Mouton. Asked Mr. Lack. 

Mr. Harkins. And did Mr. Lack make a report in writing ? 

Mr. Moutton. No. 

Mr. Harkins. He told you, essentially, what you have just testified 
to, that Bendix said they had no position ? 

Mr. Moutton. He told someone who told me. 

Mr. Harkins. Mr. Chairman, I would read now from an excerpt 
of the minutes of the Bendix patent-committee meeting, September 
25 and 26,1956: 


Item 17. United States v. Western Electric Co. et al. Consent decree : 

This subject was held over to the second day of the meeting so Mr. Marcus 
could participate in the discussion. The chairman of the subcommittee appointed 
to review the above consent decree with the Justice Department reported that 
the subcommittee had discussed the meaning of the above consent decree with 
one of the attorneys (a woman) in the Justice Department. The subcommittee 
presented the full committee’s views as to the application of article X, section 
(F) to the royalty-free “flowback” in certain Western Electric Co.-Bendix 
Aviation Corp. licenses and requested that the Justice Department indicate its 
interpretation of this portion of the consent decree as it applied to royalty-free 
“flowbacks.” While the attorney with whom these conversations were held 
tentatively agreed with the full committee’s views, she requested that the 
chairman of the subcommittee supply a copy of one of the Western Electric 
Co.-Bendix Aviation Corp. (Bendix Radio) licenses so the matter could be 
discussed with her superior, who was temporarily out of his office and who, 
purportedly, participated in the drafting of the consent decree. 

After receiving a copy of this agreement, the Justice Department wrote to 
Western Electric Co., and, apparently, incorrectly stated that “Bendix Aviation 
Corp. had lodged a complaint against Western Electric.” 

Mr. Marcus continued the discussion by briefly reviewing a meeting he and 
Mr. Lansing had with Mr. Lack, of Western Electric Co., on this subject. In 
view of the fact that this matter has passed to top-management levels of Bendix 
Aviation Corp. and Western Electric, it was decided the committee should take 
no further action. 


Is it your testimony that, when Mr. Marcus and Mr. Lansing dis- 
cussed this matter with Mr. Lack, Mr. Marcus and Mr. Lansing ad- 
vanced the view that there was no merit in the position Bendix had 
formerly taken / 

Mr. Mouton. That is my testimony. 

Mr. Harkins. Did Mr. Lack seek a conference with Mr. Marcus 
and Mr. Lansing on this subject ? 

Mr. Moutton. Apparently, the matter came up in a telephone con- 
versation which was initiated by somebody, either Mr. Lansing or Mr. 
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Marcus, to Mr. Lack on some other matter, and in the course of it 
Mr. Lack referred to this situation in passing, and they said they 
wanted to look into it, and, as a result of that, they came around 
and said they had looked into it. As I understand it, Mr. Marcus is 
the head of their patent licensing. 

Mr. Harkins. Subsequent to Mr. Lack’s meeting with the Bendix 
representatives, did any representative from A. T. & T. contact the 
Department of Justice with respect to Bendix’s request for a ruling on 
section X (F) ? 

Mr. Movurtron. No. I had done what had been asked of me, and we 
had nothing further to do about it. 

Mr. Harkins. Why did Mr. Lack, rather than the vice president 
in charge of patent licensing, have these discussions with the Bendix 
representatives ? 

Mr. Movtron. Because, apparently, the question had come up in a 
conversation with Mr. Lack. 

Mr. Harkins. Does Mr. Lack’s participation in these discussions 
indicate that insofar as A. T. & T. was concerned, the matter had been 
passed to top management levels and had been removed from 
A. T. & T.’s regular patent licensing routines. 

Mr. Movtton. I hope it had been passed to top management when 
it came to me. 

Mr. Harkins. But you were not handling the negotiations with 
Bendix, were you ? 

Mr. Mouton. I was not handling the negotiations with Bendix, no, 
but the question vis-a-vis the Department of Justice was one that came 
tome. 

Mr. Harkins. That is right. 

Mr. Movtron. As it naturally would. 

Mr. Harxtns. The contact which Mr. Lack had with the people in 
Bendix interested in obtaining the license or terminating the grant- 
back was had by Mr. Lack, is that not right ? 

Mr. Movtton. There was the conversation, and it came about as | 
have told you, and they were top management, but that is all I can 
tell you. 

Mr. Harkins. This was not in the normal patent licensing routine 
of Western, was it ? 

Mr. Movtiton. Well, it is not normal patent licensing routine for 
me to get into these, either. And I believe also it may well be that 
Mr. Gorman, who was the vice president in charge of their patent 
licensing at Western, was a party to this conference. 

Mr. Harkins. On September 21, did Mr. Merwin write another 
memorandum that summarized the proposal that Mr. Cerstvik had 
made at the September 5 meeting ? 

Mr. Movrron. Yes. 

Mr. Harkins. There was such a memorandum ? 

Mr. Mouton. Yes. 

Mr. Harkins. And the proposal that Bendix had made, as reviewed 
in this memorandum, was to the effect that if A. T. & T. would agree 
to terminate their rights to Bendix’s inventions made after July 
1, 1956, and would enter a new agreement for specified equipments 
on a royalty-free basis under the predecree patents, Bendix would 
write to the Department of Justice that all questions between Bendix 
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and Western had been satisfactorily settled and that no ruling on 
the matter from the Justice Department was needed. 

Is that a correct interpretation of the Bendix proposal? 

Mr. Movutron. That is a correct reading of that portion of the 
memorandum, yes. 

Mr. Harkins. On September 21, the same date as Mr. Merwin’s 
summary memorandum, Mr. Kane advised Mr. Merwin, did he not, 
that no further action was to be taken ? 

Mr. Moutron. That is right. 

Mr. Harkins. In view of the fact that on September 7, Mr. Merwin 
had already prepared a detailed summary of his conference with Mr. 
Cerstvik, including Mr. Cerstvik’s proposal, why was it necessary to 
prepare an additional memorandum on this point on September 21? 

Mr. Moutron. I do not know. 

Mr. Harkins. Was Mr. Kane’s advice based upon information he 
had obtained from Mr. Lack ? 

Mr. Movutrton. I do not know. 

Mr. Harkins. Was the decision contained in Mr. Kane's advice, 
namely, that no further action was to be taken, a decision made by 
the top management levels of A. T. & T. rather than by officials in 
charge of A. T. & T. patent license division ? 

Mr. Movtton. I do not know. I doubt it. 

Mr. Harkins. Why did A. T. & T. decide that no further action was 
to be taken ? 

Mr. Mov. ron. I do not know, unless it was the statement by Bendix 
people that they did not believe there was any substance in the point 
that had been raised by Cerstvik. 

Mr. Harkins. And you do not know why Mr. Kane advised 

Mr. Movtron. I can only assume that that was the reason, but I do 
not know. ; 

Mr. Harxtns. Do you know whether Bendix ever communicated 
with the Justice Department that all questions between Bendix and 
A. T. & T. had been satisfactorily settled and that no ruling was 
needed ? 

Mr. Moutron. I do not. 

Mr. Harkins. Did anyone from A. T. & T. or Western communicate 
in any manner with the Justice Department to advise that all questions 
between Bendix and A. T. & T. had been satisfactorily settled and that 
no ruling was needed ? 

Mr. Movtron. Not tomy knowledge. 

Mr. Harkins. Would anybody else but you likely impart such a 
communication ? 

Mr. Mouton. I think it would be highly unlikely. 

Mr. Harkins. Do you know whether the Department of Justice 
made a ruling on this matter / 

Mr. Movtron. No, I donot. I never received one. 

Mr. Harkins. However, on October 1, 1956, Mr. Hansen addressed 
a letter to Mr. Cerstvik, Mr. Chairman, which I will read now: 





Reference is made to your letter of August 1, 1956, relating to the different 
views between your company and Western Electric Co. regarding the judgment 
entered against the latter company. 

We have carefully studied the material which you submitted and the views 
expressed. We have also obtained the views of Western Electric with regard 
to the problem. 
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This is to advise you that the Department does not presently contemplate any 
further action regarding this mater. 

Mr. Moulton, would you say, on the basis of this letter, that the 
Department of Justice has ruled in favor of A. T. & T.’s position ¢ 

Mr. Movtron. I do not think I should be asked to characterize a 
letter from the Department of Justice. 

The Cuatrman. Could you answer this: Has it failed to rule in 
favor of Bendix’s position ¢ 

Mr. Movutron. It hasn’t made any ruling. 

The CHatrman. I should say that is a ruling: 

The Department does not presently contemplate any further action regarding 
this matter. 

Mr. Harrys. Mr. Moulton, may I show you this letter? Would 
you characterize this letter, Mr. Moulton, as being to the effect that the 
Department of Justice merely reserves its right to examine this prob- 
lem in the future ? 

Mr. Movtrton. I do not think I can characterize this letter. 

Mr. Harkins. All right, sir. 

Now on May 13, 1957, Bendix requested- 

The Cuarman. Did the Department do anything after that, sub- 
sequent to this letter, do you know, Mr. Moulton? 

Mr. Movtrton. No, I do not know. 

The CHatrman. I take it that they did not, and in my estimation the 
contention of Bendix apparently was not resolved in their favor. 
This is as clear as the nose on one’s face. 

Mr. Movtron. If that is the proper interpretation, Mr. Chairman, 
I think it is a correct result. 

The Cuartrman. It doesn’t take much bravery or courage to come 
to that conclusion, knowing the ways of departments. 

Mr. Mocvtron. If that is the interpretation, I think it is an ab- 
solutely correct result, but I do not think I should make that inter- 
pretation. . 

Mr. Harkins. Mr. Moulton, on May 13, 1957, Bendix requested 
that the 1950 agreement be amended, did it not? 

Mr. Moctron. May 13, 1957? 

Mr. Harkins. In 1957, by letter from Mr. Cerstvik to Merwin. 

Mr. Movtton. May I see the letter? I just do not happen to be 
able to place my finger on it. 

May 13 there was a letter. I understood you to say May 15. 

Mr. Harkins. May 13, I’m sorry. 

Mr. Movtton. I have here a letter from Cerstvik to Merwin dated 
May 13, 1957. 

Mr. Harkins. And that is a request to amend the 1950 agreement, 
is that not right? 

Mr. Movtron. In certain particulars. 

Mr. Harkins. They wanted to expand the coverage / 

Mr. Movrton. Here again the letter-—— 

Mr. Harkins. Speaks for itself? 

Mr. Movtron. Three paragraphs. Let’s put it in the record. 

Mr. Harkins. On May 20, Mr. Merwin conferred with Mr. Cerstvik 
with respect to the request contained in the May 13, 1957, letter, 
and you will find that in a memorandum dated May 22, 1957. 
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Mr. Mouton. I have a memorandum dated May 22. 

Mr. Harkins. In this conference, Mr. Merwin indicated that he 
had recommended that A. T. & T. extend the additional license to 
Bendix on a unilateral basis rather than requiring a grant-back, since 
A. T. & T. already had a grant-back under the 1950 agreement. 

That is on page 2. He would recommend, not that he had recom- 
mended. 

Mr. Mouton. The whole paragraph says: 

I told Mr. Cerstvik that while under the consent decree we had the right to 
obtain licenses under Bendix’s present and future patents, I would recommend 
that we extend the licenses desired by Bendix on a unilateral basis, as we already 
have licenses under Bendix patents through our 1950 agreement. Such licenses, 
however, are Only under Bendix inventions made prior to the end of 1959 and 


the question has already been raised here as to whether we should ask for an 
additional rights extending for a full 5-year period. 


Mr. Harkins. Yes. Apparently after this conference with Mr. 
Cerstvik, the question was raised, and I assume in conferences with 
other members of Western, as to whether they should ask for addi- 
tional rights extending for a full 5-year period; is that not right? 

Mr. Moutron. I don’t know whether this is something that yur 
pened afterwards or whether it was reporting something he told 
Mr. Cerstvik at that time. 

Mr. Harkins. How would you interpret the words “has already 
been raised here” ? 

Mr. Mouton. He could have been saying “this question has already 
been raised” to Cerstvik. 

Mr. Harkins. On May 29, A. T. & T. wrote to Bendix and offered 
to extend royalty-free licenses under the predecree patents for the 
additional equipments Bendix had requested; is that not right? 

Mr. Mouton. There is a letter of that date. I don’t know whether 
this was an offer. What do you want me to do with this? 

Mr. Harxrns. I will read the middle paragraph: 

As discussed with you on the telephone on May 27, in extending you the pro- 
posed royalty-free licenses we have the right under the consent decree to secure 
licenses under your patents on reasonable terms. In this connection we would 
like to date the proposed agreement July 1, 1957, and wish to be assured of 
certain rights under Bendix’s inventions made after the expiration of our 1950 
agreement on December 31, 1959, i. e., for an additional 2%-year period. If 
satisfactory to you, we propose that you extend us options to obtain licenses 
for the lives of the patents under any Bendix inventions made after December 
31, 1959, and prior to July 1, 1962, for radio communication systems, wire com- 
munication systems, switching systems, and station systems at royalty terms to 
be negotiated but not to exceed 2 percent. 

Is that the substance of this letter, or is that a correct reading of 
this letter ? 

Mr. Moutron. That is a correct reading. 

Mr. Harkins. And so you had at this stage advised Mr. Cerstvik 
that you would prepare an agreement covering the additional equip- 
ments he had requested royalty-free licenses on, and also that you 
were going to request options for—— 

Mr. Movutton. That is right. 

Mr. Harkins. For Bendix’s patents that were issued in a 214-year 
period following the termination date of the 1950 agreement ? 

Mr. Movutron. Royalty-bearing options. 

Mr. Harkins. Yes, royalty-bearing options. 
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On June 26, 1957, A. T. & T. forwarded to Bendix for considera- 
tion a tentative draft of a proposed agreement along the lines outlined 
in this last letter, is that not so? 

Mr. Movtrton. Yes. 

Mr. Harktns. In this tentative draft the patent license to Bendix 
and the option to A. T. & T. were contained in the same document. 
There was no separate option agreement, is that right / 

Mr. Moutron. The first section 

Mr. Harkins. Let’s don’t analyze the document, in order to save 
time. I will strike the last question. 

The tentative draft was replaced on September 23 by a new pro- 
posed draft of an agreement extending royalty-free licenses to Bendix 
under Western predec ree patents, and a letter agreement covered the 
option to Western under Bendix patents. 

Mr. Movtron. There were changes in the agreement. 

Mr. Harxtns. Yes, but you substituted a new agreement and 
letter agreement. 

Mr. Movttron. With additional grants. 

Mr. Harkins. Yes. 

Mr. Moutron. And apparently there was a change in form. 

Mr. Harkins. Both the agreement and the letter agreement that 
were submitted on September 28 have since been signed by Bendix, 
is that so? 

Mr. Movtron. We have agreement with them of this character. 
I don’t know whether these are precisely the ones. 

Mr. Harkins. I believe, Mr. Cox, that I was informed before the 
hearings that both of them had been signed in these forms. 

Mr. Cox. I think that is right. 

Mr. Harkins. Now, is the situation with respect to the grant-back 
from Bendix as follows: 

Under the 1950 agreement A. T. & T. has a royalty-free license for 
all patents related to inventions made before December 31, 1959 ? 

Is that correct ? 

Mr. Movtron. Would you read the question / 

(The question, as rec orded, was read by the reporter. ) 

Mr. Movtton. On certain specified equipments. 

Mr. Harkins. Yes, as to the equipment covered. 

Now, for the period December 31, 1959 to July 1, 1962, A. T. & T. 
has an option to acquire licenses at reasonable royalties on Bendix 
patents on their inventions made during this period ? 

Mr. Movtton. Those royalties not to exceed 2 percent. 

Mr. Harkins. Yes? 

Mr. Mouton. Yes. 

Mr. Harkrins. So the way the Bendix matter was finally ter 
minated was that A. T. & T. would receive a grant-back of options 
to take licenses, rather than licenses, for the period 1959-62, is that 
not right ? 

Mr. Movtron. Well, together with broad additional licenses. 

Mr. Harkins. Yes. 

Mr. Movrron. To Bendix, royalty-free under our—well, there are 
additional licenses. I haven’t read the license agreement, but we have 
to take into account the whole balance in here. 
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Mr. Harkins. Yes. As far as the whole grant-back is concerned, 
A. T. & T. receives a grant-back of options to take licenses, rather 
than licenses under Bendix’s patents for the period 1959-62? 

Mr. Movtron. That is right. 

Mr. Harkrns. Does the consent decree authorize A. T. & T. to con- 
dition its grant of a predecree royalty-free license on the grant-back 
of an option to take a license ? 

Mr. Mouton. Not tocondition it, no. 

Mr. Harxrns. In fact, the only think that you can insist upon in 
a grant-back is a license ? 

Mr. Movtton. That is right. The difference between the license 
and option is marginal, but the option is sometimes more acceptable 
to the other side than a license. 

There are some differences there. I won't try to get into them. 
We cannot insist on an option. This is a purely voluntary thing. 

Mr. Harxrins. Is that what happened in this instance? 

Mr. Movuriron. We didn’t insist on it. If they insisted on our tak- 
ing licenses, we would have taken the licenses. 

Mr. Harkins. The option from Bendix was not a condition ? 

Mr. Mouton. Not a condition. 

Mr. Harkins. To the grant ? 

Mr. Movtron. They were willing to give it. 

Mr. Harkins. They were willing to give it ? 

Mr. Movctron. Sure. It wasn’t a condition. 

Mr. Harkins. Didn’t Western representatives insist upon an 
option. 

Mr. Movutton. We could have insisted on a license, and, of course, 
had we insisted on a license we could have insisted on a right to ter- 
minate the license at any time, and so you come to the same place. 

Mr. Harkins. But you cannot demand a grant-back of an option, 
rather than a license under the decree. 

Mr. Mouton. That is right, we cannot condition a license on 
an option to a grant-back. We have never taken that position and I 
hope nobody will. 

Mr. Harkrns. You never have taken that position ? 

Mr. Mouton. Not to the best of my knowledge. I am so advised. 

Mr. Harkins. Let me ask you some more questions about the op- 
tion. Inasmuch as Bendix only wanted royalty-free predecree pat- 
ents, there was no basis on which a royalty-free grant-back to 
A. T. & T. could be negotiated, is that not right ? 

Mr. Movctron. That is correct. 

Mr. Harkins. A, T. & T. would rather have an option to take a li- 
cense than a license at reasonable royalties, because if it did take a 
grant-back license at reasonable royalty it would be committed to pay 
royalties on Bendix’ future patents if they were used, is that right ? 

Mr. Movtron. No. 

Mr. Harkrns. I refer you to a document dated November 30, 1956, 
from Mr. Anderson, memorandum to file on Link Aviation. This is 
one of your privileged documents. 

Mr. Cox. Is this the one dated November 30, Mr. Harkins? 

Mr. Harkins. November 30, 1956, page 2, the last 2 paragraphs. 

Mr. Moutron. I see the paragraphs, but that doesn’t change my 
answer. 
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Mr. Harxrns. It does not change your answer ? 

Mr. Movtron. No. 

Mr. Harxrns. In how many instances has A. T. & T. taken a grant- 
back of an option rather than a license? 

Mr. Movtron. I haven’t the vaguest idea. 

Mr. Harkins. You haven’t the vaguest idea ? 

Mr. Movtron. No. I just don’t know. 

Mr. Harxrns. All right. Could you supply that information for 
the record, sir? 

Mr. Mouton. Didn’t we supply it? 

Mr. Harxrns. I do not have that information. 

Mr. Movtton. It wasn’t on that elaborate list we gave you? 

Mr. Harkrns. I don’t believe so. Now, I want to ask you at this 
time did you testify that there has never been an instance where you 
have in negotiations insisted upon an option ¢ 

(Subsequently Mr. Moulton supplied the following :) 

Answer: Three as of the beginning of May 1958—from Bendix Aviation Corp., 
Bomac Laboratories, Inc., and Allen B. DuMont Laboratories, Ine. 

Mr. Mov ton. I said not to the best of my knowledge, and if we 
did and insisted on it as a cond'tion, I think we were wrong. 

Mr. Harkins. That would be against the terms of the decree, is that 
not right? 

Mr. Movtron. That is what I am saying, and I think that is what 
Mr. Anderson is saying. 

Mr. Harktns. In the Link Aviation Co. documents there is a mem- 
orandum dated November 30, 1956, and a memorandum dated October 
9, 1956. I will show you these two documents to save time. 

Mr. Mouton. Yes. 

Mr. Harkins. Have you read both of those documents? 

Mr. Moutrton. I think I have. 

Mr. Harkins. The marked part? Would you say that those doc- 
uments indicate that in the negotiations with Link, the option that 
was discussed, there was a condition for the grant of licenses under 
the decree? 

Mr. Moutton. No. 

Mr. Harkins. Why not? 

Mr. Mouton. Because they are talking about licenses. 

Mr. Harkins. Talking about options at that point, aren’t they ? 

Mr. Movtton. No. 

Mr. Harkins. May I have the document? 

Mr. Mouttron. May I read this? 

Mr. Harkins. Sure. Or I will be glad to read it for you. 

Mr. Moutton. I guess I'll let you read it. 
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Mr. Harkins. This is from a document dated October 29, 1956, 
written by Mr. Merwin entitled “Link Aviation, Inc.” 


Mr. Relson- 
Mr. Morris Relson, of Darby & Darby— 


told me his principal question relates to the need for speed in getting the royalty- 
free grant to Link Aviation and therefore wanted to know if we would consider 
putting the option in a separate agreement. I told Mr. Relson that I saw no 
reason why there could not be two agreements, provided they are executed 
simultaneously but that under the circumstances it seems much simpler to keep 
the whole matter in one agreement. The main point I made clear is that under 
the consent decree we are entitled to receive licenses under present and future 
patents of an applicant and therefore we would wish to receive the proposed 
option for license at the same time we extend the proposed royalty-free licenses 
to Link. 

Mr. Movutron. This doesn't indicate to me that we suggested the 
option form. 

Mr. Harkins. However, the point here, Mr. Moulton, is: Was the 
decision of Western’s granting a license conditioned upon the grant- 
back of an option in these negotiations ? 

Mr. Movutron. No; apparently Relson had suggested that we take 
an option instead of a license. We said, “All right, we will do that, 
although we are entitled to a license; but we want to have the two 
executed simultaneously.” 

We had given up our right to insist on a license, which we could have 
done, and we could have done that as a condition of the grant of the 
license to Link Aviation. 

That is the whole sum of this. 

Mr. Harkins. Now, in the Link case, you did not take an option ! 
You ultimately took a license. 

Mr. Mouton. Inthe what ? 

Mr. Harkins. In the Link case, you did not take an option. You 
ultimately took a license. However, in the Bendix case, you did take 
an option. 

Would you say that the same representations, the same position 
was taken in the negotiations in the Bendix matter as in the Link 
matter ¢ 

Mr. Movutron. I believe that in both cases, it was very clear that 
we had a right to insist on a license. We had no right to insist on an 
option. But that as a matter of convenience in both cases, both parties 
thought an option was preferable. 

Mr. Harkins. Mr. Chairman, at this point I would offer for the 
record the documents we referred to in the proceeding thus far with 
the exception of the documents which have been marked privileged. 

The CHarrman. They will be accepted. 

(The documents referred to are as follows :) 
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Your acceptance of this offer will not preclude you fron, 
at any time, cancelling any license, applying for any license 
or taking any other action available to you, under the 
judgment provisions, 

Very truly yours 
WESTERN ELECTRIC COMPANY, INCURPUKATED 


/f 


By s/_R, W, Gosnell 
Patent License Manager 


Enc. 
Registered Mail 


Accepted this 25th day 


of April » 1956 
BENDIX AVIATION CORPURATION 


By {sf Charles Marcus 


(Copied 4/3/58) 
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July ll, 1956 


BENDIX AVIATION CORPORATION 
MEMO RAN DUM 


Mr. Stephen Cerstvik, Patent Counsel, Eastern 
Divisions, of Bendix Aviation Crporation, visited Mr. 
Gosnell and Mr. Merwin on July 10th in order to discuss 
the Final Judgment of January 24, 1956 and its effect 
on the Bendix - Western Electric license agreements. 
Mr. Carter Childs was present for part of the time. 


Mr. Cerstvik discussed the possibility of 
cancelling their present licenses under Western's 
patents and then replacing the present licenses by a new 
agreement which would extend royalty-free licenses to 
Bendix under pre-decree patents for any and all equip- 
ment. Mr. Cerstvik had interpreted the Final Judgment 
as meaning that if Bendix cancelled all its present 
licenses under Western's patents, that the grantbacks 
to Western would also be terminated and that Bendix 
would then be in a position to charge Western royalties 
on any Bendix patents used by Western. We pointed out 
that this was not the case, as the present radio agree- 
ment runs until December 31, 1959 and the licenses to 
us are under all inventions made up to the end of the 
agreement and run for the lives of the patents. In 
view of the fact that our licenses under Bendizx's 
patents run for the lives of the patents and as Bendix 
had previously accepted our offer of royalty-free 
licenses under pre-decree patents, as covered by our 
letters of February 21, 1956, Mr. Cerstvik will probably 
decide to let the present licenses stand as they are. 


In view of our discussion, Mr. Cerstvik told 
us that he wished to review the whole matter again, 
but it would appear that Bendix's needs for licenses 
under our patents are fully met by the present agreements. 
On the other hand if they need any additional rights 
under our present and future patents, we informed Mr. 
Cerstvik that we would be very clad to extend additional 
licenses to Bendix. 

The attached list of present agreements with 
Bendix Aviation Corporation was used in our discussions 
and a copy was handed to Mr. Cerstvik. Several additional 
copies of Section X of the Final Judgment were also handed 
to Mr. Cerstvik. 

Wm 


AIUS W. MERWIN 


Attachment 


26086 O—58—pt. 2. vol. 2 28 
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te 2(a) 


0 BENDIX AVIATION CORPORATION 


“y TETERBORO, NEW JERSEY 


August 1, 1956 


Miss Norah C. Taranto 
Anti-Trust Division 

Room 3316 

U. S. Department of Justice 
Washington, Db. C. 


Subjects Consent Decree in United States v. Western Electric et al. 
Dear Miss Taranto: 


Pursuant to your request when Mr. Killman of our Radio Division and 
I were at your office last Friday, July 27, 1956, I am enclosing a 
copy of the Western Electric-Bendix (Radio Division) License Agree- 
ment dated October 3, 1950 relating to Comuercial Radio Telephone 
Apparatus, which contains a broad royalty-free flow-back license 
from Bendix to Western in the communication field under Bendix-owned 
U. S. patents in existance at the date of the agreement as well as 
under future Bendix U. S&S. patents that may be issued in the licensed 
field after the date of the agreement, and also under U. S. patents 
issuing after December 31, 1959 covering inventions made prior to 
the self-terminating date of December 31, 1959 or prior to the ter- 
mination date specified in the notice of termination in the event 
that such notice of termination will terminate the agreement under 
Section 2 of Article VI prior to the self-termination date. 


Termination of the agreement under the provisions of Section 1 of 
Article VI (the self-termination date of December 31, 1959) shall 
not affect licenses or rights which extend beyond the term of the 
agreement, 


We have three other license agreements with Western Electric but two 
of them have no royalty-free flow-back license provision from Bendix 
to Western. The remaining agreement has a limited royalty-free flow- 
back license under only improvement patents of Bendix dominated by 
the single Western Electric patent licensed to Bendix under this 
agreement. 


As pointed out to you during our conference, I had contacted per- 
sonnel of Western Electric to indicate that it was Bendix' desire to 
terminate the existing agreements between Western Electric and Bendix 
pursuant to Section (F) of Article X of the Consent Decree and to 
enter into a single new agreement with respect to all Western Electric 
U. S. patents issued prior to January 24, 1956 (the date of the 
Consent Decree) for any and all equipment in any and all fields on 

a royalty-free basis pursuant to Section (A) of Article X. 
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Miss Norah C. Taranto 
U. &. Dept. of Justice -2- August 1, 1956 


I was informed that Bendix cannot cancel the existing agreements 

in toto but only the licenses granted to Bendix under such agreements 
because the language of Section (F) gives Bendix the right to cancel 
only the licenses granted to it by Western Electric and does not give 
Bendix the right to cancel the agreements in their entirety so that 
Western Electric may continue to enjoy royalty-free flow-back licenses 
to Western Electric under Bendix' U. S. patents covering inventions 
owned and acquired by Bendix prior to December 31, 1959, the self- 
termination date of the license agreement of October 3, 1950. 


I indicated that we interpreted Section (F) of Article X to mean that 
Bendix had the right to terminate all of its existing agreements 

with Western Electric and that such termination cancelled not only 
the license from Western Electric to Bendix but also the royalty-free 
flow-back licenses from Bendix to Western Electric, as well as the 
obligation of Bendix to pay royalties under the agreements with 
respect to any equipment not manufactured, sold, leased or put into 
use by Bendix under such licenses prior to Bendix' written notice of 
cancellation. 


1 also pointed out that the reason for our interpretation of Section 
(F) is that there were two considerations flowing from Bendix to 
Western Electric for the licenses granted by Western to Bendix, 
namely (1) the payment of royalties by Bendix to Western and (2) the 
royalty-free flow-back license from Bendix to Western under Bendix 
patents covering inventions owned or acquired by Bendix prior to 
December 31, 1959. a8 this reason, it would be inequitable to 
Bendix to be able to terminate only its licenses from Western and 
Bendix' obligation to pay royalties without terminating the other 
consideration, namely the royalty-free flow-back licenses from Bendix 

Pp ester nH 


The Western Electric representatives contended that Western Electric 
attorneys in the anti-trust suit deliberately used the specific language 
set forth in Section (F) with full knowledge and approval thereof by 

the Anti-Trust Division of the Department of Justice, so that Western 
Electric would continue to retain the royalty-free flow-back licenses 
granted to Western by Bendix until the expiration of the last expiring 
Bendix U. S. patent covering inventions owned or acquired by Bendix 
prior to December 31, 1959. 


I countered with the statement that since Consent Decrees in govern- 
ment anti-trust suits were punitive in nature, I doubted that the 
Department of Justice or the U. S. District Court for New Jersey 
(which has jurisdiction in this case) would uphold Western Electric's 


contention. |” 
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BENDIX AVIATION CORPORATION 





Miss Norah C, Taranto 
U. S. Dept. of Justice -3- August 1, 1956 


The discussion closed without my being able to convince the Western 
Electric representatives that our interpretation of Section (F) of 
Article X is the correct one, 


It is my understanding that upon Mr. Kilgore's return to his office 
you will discuss Section (F) of Article X of the Consent Decree for 
the purpose of determining whether our interpretation of Section (F), 
as explained to you and with which you tentatively agreed, is the 
correct one or whether Western Electric's interpretation is the 
proper one, namely that Bendix may cancel only the license from 
Western to Bendix under Western's patents but Bendix cannot cancel 
the entire agreement. This would preserve to Western Electric its 
royalty-free flow-back rights from Bendix to Western, which we do 
not believe is the intent of the Decree. 


I want to take this opportunity to thank you on behalf of Mr. Killman 


and myself for having given us some of your time to discuss Section 
(F) of Article X of the Consent Decree. 


Yours sincerely, 


Stephen Cerstvik 
Patent Counsel 
Eastern Divisions 
SC :LM 
Encl. 


(Copied 3/27/58) 
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Encl. +(n) 


EXCERPT FROM 


MINUTES OF BENDIX PATENT COMMITTEE MEETING 





New York Office 
July 17 and 1 1956 
Item 3. United States v. Western Electric et al Consent Decree 


The Acting Chairman read the relevant portion of Mr. Ferguson's 
letter of June 11, 1956, and Mr, Cerstvik's report of July lo, 1956, 
copies of which are attached hereto as "EXHISIT 2" and "EXHIBIT 3" res- 
pectively. It was the formally expressed opinion of the Patent Committee 
(1) that all license agreements with Western Electric (W.E.) could 
legally be limited by appropriate language to the activities of a spe- 
cific licensed Division and thereby avoid imposing an unwanted license 
on another Division, and (2) that a subcommittee consisting of Messrs. 
Cerstvik and Killman should consult with the Antitrust Division of the 
Department of Justice and obtain the latter agency's unofficial view 
as to the merit or lack of merit in W.E.'s position that the subject 
Consent Decree gives W.E, licensees only the right to cancel specified 
patent licenses from W.E, to the licensees and not the right to cancel 
the entire agreement containing such specified patent licenses, 


The matter of future W.E, license agreements was first dis- 
cussed, It was brought out that when license agreements are drafted 
with W.E., or any other party as prospective licensor, each divisional 
patent attorney confine the scope of the license to his specific divi- 
sion whenever negotiations permit such limitation. This practice will 
be followed in regard to future W.E,. licenses and such licenses will 
be called to the attention of Mr. Cerstvik, who had previously been 
appointed to conduct all dealings with W. E. 


The unanimous reaction of the Patent Committee to mr. Cerstvik's 
report was that Bendix Aviation Corporation (B.A.C.) should, if possible, 
cancel all existing W.E. - B.A.C,. license agreements and replace them 
with one royalty free license agreement under all W.B. patents issued 
prior to the subject Consent Decree (January 24, 1956). Such cancella- 
tion would eliminate all consideration moving from B.A.C. to W.E, under 
the present license agreements; that is, specified royalties and royalty 


free "flow-backs", As noted, this request has been declined by Western 
Electric on the ground that the relevant portion of the subject Consent 


Decree (Section (F) of Article X) permits Bendix Aviation Corporation 
to cancel only the licenses from W.E, to B.A.C. but does not permit 
B.A.C. to cancel any "flow-back" licenses to W.E. 


After full discussion it was the consensus of the Patent 
Committee that W.E.'s position is incorrect because (1) it would sever 
' B.A.C.'s consideration under the license agreements by cancelling one 
part (specified royalties) and retaining the other (royalty free "flow- 
back"), which severance should not be permitted in view of the fact 
that Western Electric's consideration was rendered "free" by the Consent 
Decree, (2) it would place B.A.C. at a disadvantage as compared to 
another manufacturer which either did not have a "flow-back" clause in 
its licens greement or which had just taken a license for the first 
time, and 735 it would be inconsistent with the main purpose of a 
Consent Decree, 


(Copied 3/28/58) 
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UNITED STAT'\S DEPARTMENT OF JUSTICE 
Washington, D.C. 
“August 15, 1956 

VRH :WDK 
60-9-96-7 


Mr. Horace P. Moulton 

Vice President and General Manager 
American Telephone and Telegraph Company 
195 Broadway 

New York 7, New York 


Dear Mr. Moulton: 


We have received a complaint from the Bendix 
Aviation Corporation of Teterboro, New Jersey with 
reference to certain license agreements existing between 
Western Electric and Bendix. Bendix seeks to cancel 
these agreements in their entirety, pursuant to para- 
graph iF) of the Final Judgment. 


We are informed that Bendix, after cancelling 
these agreements, desires to enter into a single new 
license agreement with respect to all Western Electric 
U.S. patents issued prior to January 24, 1956 for any 
and all equipment in any and all fields on a royalty- 
free basis pursuant to paragraph X(A) of the Judgment. 
But Bendix states that it was advised by Western 
Electric that these license agreements could not be 
cancelled in their entirety. 


I would appreciate your looking into this 
matter at your earliest convenience, 


Sincerely yours, 
/s/ VICTOR R. HANBEN 


Victor R. Hansen 
Assistant Attorney General 
Antitrust Division 
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August 21, 1956 


MR. H. Ce ANDERSON, JR. 


The question has been raised as to whether the 
word “royalty" as used in the Final Judgment entered 
against Bell -ontemplétes simply «°mey payments or is 
broad enough to incluwie other types of consiieration in 
the way of patent licenses, etc. 


Section X (B) provides, it pace 9, line 2, that 
Eell must advise sn applicant for vatent licenses of the 
"royalty, if applieable, which it deems reasonable there- 
for, and 3} 











erscoring supp ° 
s section continues to say that if the varties are 
unibtle to agree within ninety days upon "resson.'tle royale 
ties or any we et (unierscorin’ su plied), the 
parties may apply to the Court for-the determination of 
"reasonable royalties an erms" (underscoring sup- 
olied), and that in any proc ngs before the Court the 
turden is on Bell to estatlish “the reasonableness of 
royalties or et oe requested by it, ani on the ap- 
plicant to establish the reasonableness of royaities or 
other terms requested ty the applicant.” (Unierscoring 
supplied.) ection X (B), page 9, line 17, further pro- 
vides that the Court may f1x *interin royaity and 


other interit terms and cond -" (Underscoring 
su plied.) 







This use of tle word "rates" in connection with 
"royalty" plus a recognition of other "terms and conditions" 
for which the parties may bargain is « clear differentiation 
between the monetary and nonemonetary sides of the bargain. 


+ * . * * 


Section X (C) sets forth two conditions which the 
Defenisants may «ssert in ‘he granting of ratent licenses: 
(1) "Payrent of a reason:ble royalty" of a nonediscriminatory 
type. However, an a: (page 10, line 1) of royalties 
to reflect a tona fide estitate of the vulues or a bona fide 
compromise of claims for “He royalty" (page 10, line %) 
is nonediscriminatory; and Subjection ty the parent of 
an aprlicant of its patents to the sgreement between Bell 
and the applicant. 
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Here again is noted tne differenti tion between 
th: Jefeniant's money richts as contemplated ty such exe 
pressions as “adjustment of royalties” and “accruej roy.ilties" 
on the one hind and such other non-ronetury rights whic’ the 
Jefenidant may have in the way of grantbacks. The fact that 
royslties may t© “aijusted or eliminated," to reflect a bona 
fide estimate of the valurs of licenses exchanzei, shows th-t 
the licenses exchange! are not themselves constiered part of 
the roy:lties. 


* a * * wo 


The monetary chsracter of the word "royalty" in 
the Decree is also suggested in Section X (D), .:ge 10, re- 
quiring licensee: to "submit roy.lty statements"; ty Section 
X (F) 1, vege 10, which permits a licensee to ec:ncel "sutject 
to payment of accrued rovalties"; ty Section X (E) 2 per- 
witting - licensee to surrender its rights “subject to paying 
-ccrued royalties". It is sost stronzly suggested by Section 

2, page 11, line 1, thst unon such surrender the 

"roy lity rateg ch: be renepotiitei if requestei ty the 
licensee in writinze" snd the reduction of such "rates" unier 
certain circurstunces,. 


* . * . * 


The word "royslty” apvears in 710 context which 
woul! suecgest «an ineluston of nonemonctary rights. It «pvears 
jeignt times in a context clearly of « ronetiry character, 

' It anvears cieht tives in a context lifferenti.ting ronetary 
riznts fror. other rights. It anvears 10 times in « context 
offering no indie tion one way or ‘he other. . tatie is 
attached. 


Original Signed By 
Walter E. Garrizia 


wi Gspz we Le GSARRIGAN 
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APPB*DIX A 


Section X(4), pare 7, line 2% 
ie “euch license« 1) to be royalty-free" etc. 
line 30 
ve "to te at reasonable royalties" 
pare 8, line } 
3. "shall be royalty-free" 


line § 

L "ehall he royalty-free" 
line 9 

5. "to be at reasonable royalties” 
line 10 


6, "rut upon condition that the applicant shall 
grant to defentante at rearonatle royalties” 
line 31 
7. "grant royalty-free licenses" 


Section X(F), page 9, line 2 
8. “of the royalty, if applicable, which it deems 
reasonatle, and also of such licenses as 
éefenmiants may specify" 


line 6 

9. “royaltier or any other terms’ 
line 8 

1. “royalties and other terms" 
line 13 

ll. "poyalties or other terms" 
line 15 

1?. “royalties or other terms” 
line 36 

13. "interim royalty rater ani other interina 

term:" 

line 73 

14, “periodic payment of royalties” 
line 26 


15. “interia royaltie=" 


Section X(C), page 9, line 3% 

16, "payment of a reasonable royalty” 

line ¥% 

17. "rut the royalty provisions of agreements unéer 
which licenses are exchanged and royalties are 
adjusted or e] ininated 

page 10,line & 
18, “elaims for accrned royalty” 
page 10,line 15 

19, "Tf the applicant shall so recuesct, agree- 
ment in which lieenser are exchanged tween 
applicant ani cefendants shall fix a reasonable 
royalty for each license, where applicable, 
rather than providing for the adjustment or 
elimination of royalties." 


ee 
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wetion X(D), sage 10) line 23 


20. “roy lty statements “ 
ection X(B)(1), pire 10, line 31 

21. “accrucd roy ities" ae 
line 35 

22. “necrued royslties" —_ 

pave ll, line l ae 


23. “roy. lty rates* 


* “xoyalty" compared with noneronetsry richts. 


¢* Monetary context. 


The word “royelty" apnesrs in three other places in sutsequent 
sections of the Jecree not annlica'le to the present iscussion. 
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cugust 21, 195. 


WR, WALTER LL. BROWN: 
. Re: Rend:x Aviatior, Corporation 


1. if Seetion x(F) of the Pinal Judgnent seant 

that euch pre-deoree licenses ovwuld curcel the licenses which 
he had granted to us, then Section X(E)(1) would have « similar 
meaning. revision called for by A(F)(1) muat be included 

s 2 , what is, oth the 
v iF & ation. 
wider any post-dec: Se agree- 
censeé canted to Western 
uble to rely or these grart- 









us, * 
SO coratried, would be directly cortrary to the obvious intent 
of the provisions in X(4) which permit us to require grantt ° 
It would also be contrary to the obvious intent of Section A{ 4) 
tc permit us to cancel at ; time licenses granted to the 
applicant. Ctviously ESTE canmnet be so interpreted, and 
if thie meaning cannet be given to that subsection Lt follows 
tnat {t cannot te given to X(P). 


-lthough the wording is different, X(E)(1) makes it 
Plain that cancellation thereunder terminates the licensee's 
Obligation to pay royalty with respect to equipment not pre- 
viously manufactured, 8cld cr put into use, just as is the 
euse with sulsection (FPF). If it were sound to say*that the 
grantback wag part of the royalty oPligation r the purposes 
of Section (PF), the same would be true under (£)(1), with the 
Same result described above. 


2. If X(P) permite a pre-decree licensee to terminate 
eve:y right granted to Vestern and «.werican e@ past of the 
consideration for a pre-decree license agreeient, then ACA 
and GE would be able to cancel our rights to sublicense under 
patents of RCA and OF elt at ee renee of Justice did not want 
us to give up those Tignts. “Xt the Instanee of 
the Department, we stouck out « provision i: 4 draft of the 
dec:ee wiicth would have specifically permitted us to surrender 
those sublicensing rights. Under the deeree, we are obliged 
to license any applicant under GE ard NC4 patents, within the 
scope of our sBublicersing rights, and such sultlicerses must be 
royalty-free as to patents issued prior to Jarmary 28, 19%. 
Ctviously tie Department should not accept « construction of 
the decree which would permit ACA and GE to terminate sub- 
licensing righte which they would rot permit us to surrender. 
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Mr. Walter L. Frown 
Page Two 


3. The Bendix ug-eemerts, ir which there is a 
grenttacx to us, i in_that the giarthbuck i net 
a = prineipal agreemert is the 
of Cetober 3, 145°. In that agreement, the crunts 
c licenses appear in Article IiI, headed Grant of Licerees’, 
which eonsists of fection 1, “Licerwes from Weste-1, to Ferdix’ 
and Section 2, “Licenses from Bendix to American and Western . 
—- royelty obligations appear is Article IV, headed Aoyalties 
and beginning Bendix shall to ve Western royalties at ates 
epecified in this subdivision (A ." feetior, 4 of that 
article provides that Bendix ahall ole Semi-anmel reports 
as to apparatus subjeet to royalty “showing the amount of 


royalty payable thereon” Seetion » of that arttole provides 
that “royalty te provided in this agreevent shall, whe 
overdue, dear rest at six pereent (*4) per amaz until 


paid”. Plainly these provisicns snateets that royalty ie a 
sum of money, and not « grant cf licenses. This is confirmed 
by Section {* of the same article, reading as fcllows. 


All licenses and rights granted or swgreed to le 
granted to Western and America: hereunder 8.411] 
Be royalty-free.” 


Plainly the consideration given ty “estern and American for 
these licensee and righte was the grunt of licenses and rights 
to Bendix. Otviously the letter grant was not considered to 
be @ royalty payable by ‘estern and American. 


Py nt dated November 1, 1949, wWeatern grurnted 
Bendix « license for torcidal cot] winding machines, with a 
granttack of 4 “non-exclusive royalty-free license under 
improvements patents. This, tegether with the royalty 
provisions show, a@ in the case of the mair agreemert, that 
the gruntback wus mot considered to be royalty. 


Original Bagnre 5 By 
H. C. Anderson, Jr. 


H, C,. ANDERSON, JR. 


HOA; AK 
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Art 8/30/56 
MR. ANDERSON | 


Attached is a brief memo for possible 
inclusion in the file of the Rendix problem. 


Possibly a major paper should be pre- 
pared integrating the ideas of my prior memo 
involving the construction of royalty as 
derived from the decree, and the conclusions 
involved in the attached memo. 


WEG 
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August 30, 1956 
MR. H. C. ANDERSON, JR. 


Re: Some Judicial Definitions of the 
Word "Royalty" 


A survey of the cases shows no instance wherein 
a "royalty" agreement was held to include such non-monetary 
consideration as a mere exchange of license rights nor any 
case in which such a proposition was urged. Most disputes 
involve the question of whether or not a monetary payment 
agreed upon is a rent or a royalty or whether a lump sum 
as contrasted with a periodic payment is a royalty. Fol- 
lowing are typical judicial definitions of "royalty": 





"Royalties are commonly understood as meaning 
something proportionate to the use of a 
patented device; in other words, a kind of 


excise." 
Tesrg Co, Vv C » 73 F. 24 
9 CoA. - 19 $ 


"a payment proportionate to the use of a 
patented device." 


Logan Coal Timbe s Helveri - 
sioner, F. 2d 9 cms - 151): 


"Rent is a compensation for the right to use 
property which is fixed and certain in 
amount and payable periodically over a fixed 
period regardless of the extent of the use 
of the property, while royalty is a compensa- 
tion for the use of property which is based 
as to amount entirely upon the use actually 
made of the property." 


These and many other cases lend to the conviction 
that the term "royalty" is a word of art which characterizes 
some type of scaled payment contingent on the use of the 
item involved. As such it clearly is distinguishable from 


the right to use. 


WEG : EB w fsefoanarcas 
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August 24, 1956 


0 T 41 


Honorable Victor R. Hansen, 

Assistant Attorney General 
Department of Justice 
Washington, D.C. 


Dear Judge Hansen: our Reference: VRHsWDK 60-9-96- 


This will confirm my recent conversation with 
Mr. Kilgore and Miss Taranto concerning the complaint of 
Bendix Aviation Corporation referred to in your letter 
of August 15. 


Briefly, our view of the matter is this: 


le Bendix is entitled, under Section X(F) of 
the Final Judgment, to cancel any and all licenses 
granted to it by the defendants under license agreements 
in effect at the date of the Final Judgment. It may 
also, if it wishes, apply for and receive, under 
Section X(A), royaity-free licenses under the defendants' 
patents (other than those of Teletypesetter) issued 
prior to the date of the judgment to make, use, lease and 
sell any and all equipment as desired by ie, As a 
matter of fact, the existing license agreements have been 
amended, effective January 24, 1956, to eliminate royalty 
payments for licenses under defendants' patents issued 
before that date, without prejudice to Bendix's right. to 
cancel such licenses under Section X(F). 


2.e Apparently Bendix claims also the right 
under Section X(F) to cancel the licenses which it has 
granted to the defendants under such license agreements, 
thus in effect abrogating all rights uncer such agree- 
ments. It seems very clear that Bendix has no such 
right, for that section provides that "Each licensee of 
either defendant under a license agreement in effect at 
the date of this Final Judgment may cancel any licenses 

ented to it . . .« umder such agreement..." Thus 
the right to cancel is specifically limited to licenses 
granted by the defendants to Bendix and does not provide 
that Bendix may cancel licenses gr:nted by it to the defen- 
dants, or as Bendix claims, ,ive it the right to "cancel 
these agreements in their entirety." 


3. As I believe was made quit? clear in the 
discussions leading up to the Final Judgment, the cancella- 
tion of existing licenses to the defendants would have 
Sericus consequences affecting both the cost and quality 
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of telephone service. I assure you that it was 
definitely the understanding of the defendants that the 
Final Judgment would not, and did not,contain any pro- 
vision extending such cancellation right to their 
licensees. 


There are several other considerations which 
plainly corroborate the conclusion that bendix does not 
have the rizht under the judgment to cancel its licenses 
to the defendants. However, the limitation of the right 
of cancellation in Section xtF) to licenses granted by 
the defendants to its licensees seems so explicit and 
unambiguous that I do not believe it is necessary to go 
into such other considerations in this letter. I will 
be happy to do so, however, if you wish. 


If you have any further questions concerning this 
matter, I will appreciate your letting me know, 


Very truly yours, 


/s/ HORACE P. MOULTON 
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September 7, 1956 


lat cat’ 
DIX AVIATION CORPORATION 


MEMORANDUM 


Mr. Stephen Cerstvik, Patent Counsel for the 
Eastern Divisions of Bendix Aviation Corporation, visited 
us on September 5, 195@ in order to discuss the meaning of 
the foreign immunity clause in our letter of August 14, 
1956 which modified the transistor agreement in order to 
bring it into conformity with the comsent decree. Messrs. 
R.W. Gosnell, F.C. Childs, R.W. Wolf, A.T. David and G.W. 
Merwin took part in the discussion. 


Mr. Cerstvik stated that they had had some 
difficulty in interpreting the meaning of the fourth para- 
graph of our letter of August 14th whereby we surrendered 
certain rights under patents issued in countries other than 
the United States and which we refer to as the foreign 
immunity clause. This matter was discussed at some length 
and it was agreed that we would write Mr. Cerstvik a letter 
which would clear up the cuestions he had with respect 
to this clause. 


Following our discussion of the foreign immmity 
clause, Mr. Gosnell commented that we had been surprised to 
hear from the Department of Justice that Bendix had made a 
complaint about our position that Section X(F) of the decree 
permitted Bendix to cancel its licenses under our patents 
but did not authorize Bendix to cancel its licenses to us. 
This position was asserted in discussions with Mr. Cerstvik 
on July 10th. Mr. Gosnell told Mr. Cerstvik that we had 
received a letter from the Department asking us to look 
into the matter of Bendix's right to cancel their agreements 
in their entirety and that we had replied to the Department, 
as we had to Mr. Cerstvik on July 10th, to the effect that 
Section X(F) permitted Bendix to cancel only its licenses 
under Bell System patents and not our licenses under their 
patents. 


Mr. Cerstvik informed us that Bendix had not made 
any complaint to the Department but had simply requested 2 
ruling on Section X(F). He explained that after his July 10th 
discussion with us he had reviewed the whole question with 
the Bendix Patent Policy Committee, which is made up of all 
their division patent attorneys and it was there decided 
to secure a ruling from the Department. Mr. Cerstvik and 


26086 0 oS pt. 2 


2. vol. 2 2! 
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Mr. Killman, Patent Attorney of the Bendix Radio Division, 
made a visit to Washington and had a discussion with one 

of the Department people. The man they talked to had not 
participated in the negotiations for the decree and was 

not too familiar with it. This representative said he 
would have to consult others in the Department to get a 
definite ruling on the cuestion and that this ruling would 
in due course be made known to Mr. Cerstvik. This represen- 
tative nevertheless gave a tentative view that Bendix had 
the right under Section X(F) not only to cancel its licenses 
under Bell System patents but also to cancel licenses to 

the Bell System under Bendix patents on inventions made 

on and after the date of Bendix's notification of can- 
cellation. This represents a different construction of 
Section X(F) than Mr. Cerstvik advanced on July 10th when 

he clearly gave us to understand that Bendix claimed the 
right to terminate their agreements with us in their en- 
tirety, meaning that all licenses to us under the agreement 
would cease. Mr. Cerstvik commented several times that he 
was sorry that he had not previously made clear his true 
position in the matter which was, as to cancelling licenses 
to the Bell System, that Section X(F) permitted Bendix to 
advance the net closing date in the existing agreements 
thereby eliminating some future patents of Bendix from 
agreements. As Mr. Cerstvik had no word from the Depart- 
ment in the few days after his visit he then wrote a letter 
to the Department regarding the substance of the discussion 
with the Department's representative, including the latter's 
offhand view about Section X(F) and renewed his request for 
a ruling on this question. So far he has had no reply. 


We pointed out to Mr. Cerstvik that his new 
construction of Section X(F) was even more antenable under 
the plain language of the decree than his previous one had 
been. He did not attempt to substantiate that construction 
against the language of the decree but took the position 
that it was equitable, that the Department of Justice 
must have meant such a measure as fitting punishment and 
that the Department representative had encouraged him 
in it. 


Mr. Gosnell informed Mr. Cerstvik that nearly 
200 new patents have issued since the consent decree and 
that they are issuing at the rate of about 400 a year. 
However in view of the fact that it will be several years 
before we establish a substantial patent position again, 
we have just written all our licensees notifying them that 
any royalties payable under United States patents between 
January 23, 1956 and January 1, 1959 will be subject to 
a discount of 60%, and those royalties payable between 
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December 31, 1958 and January 1, 1961 will be subject to a 
discount of 30%. “Mr. Gosnell also commented that in view 

of tne whote situation, we are generally reducing our standard 
royalty rates but that in the case of our cross license 
agreements we are offering to set up new agreements which 
would extend the term of the present agreements, include 
licenses for additional equipments where desired and 
generally lower the royalty rates now in effect, with such 
rates to be dependent upon a new evaluation of each 
licensee's patents, applicationSand research potential. 

Mr. Cerstvik stated that at the moment Bendix was not 
interested in having licenses under post-decree Bell System 
patents but would like to terminateall of their old agree- 
ments and then secure a new agreement covering all pre- 
decree patents for any and all equipments on a royalty-free 
basis. After some further discussion, he was willing to 
change his request to licenses for specified equipments 

with a clause in the agreement that if at any time they 
desire licenses for additional types of equipment under 
pre-decree patents, they can request the same and obtain 

them retroactive to January 24, 1956. Mr. Cerstvik also 
stated that if we would extend them such a license under 
pre-decree patents and would agree to terminate any vested 
rights under Bendix's inventions made after July 1, 1956, 
(present agreement provides for licenses to us under inven- | 
tions made prior to December 31, 1959) he would be glad 
to write the Department of Justice that all questions be- 
tween Bendix and Western had been satisfactorily settled 

and that no ruling with respect to the question which had 
been raised by Bendix with the Department of Justice was 
needed. 


There was a further discussion of the possibility 
of a second agreement covering post-decree patents and 
that with a cross license covering future patents Bendix 
would be in a position to carry on top-level technical 
discussions with the Bell Laboratories. While Mr. Cerstvik 
felt that such discussions might be of value, Bendix had 
not made much use of them in the past and he felt that until 
we have some issued patents which Bendix wishes to use they 
prefer to enter into no agreement with respect to post- 
decree patents. However they would like to review any 
issued post-decree patents, and it was agreed that we would 
send them 5 copies of a list of such patents for their 
review. 


In connection with Mr. Cerstvik's proposal for 
terminating the old agreements, he was referring to all 
agreements other than the new transistor agreement recently 
entered into, and he wishes this agreement to continue in 
effect. 
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The whole discussion was on a very friendly 
basis end the matter was left that we would write him a 
letter explaining in more detail the foreign immunity 
clause of our letter of August 14th and that we would 
consider the matter of agreeing to the termination of 
our licenses under Bendix's patents on inventions made 
after July 1, 1956 and would get in touch with him in due 


course. 


GAIUS W. MERWIN 
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New York Office 
September 25 and 26, 1956 


tem . nited States v. Western Electric Co 





et al Consent Decree 


This subject was held over to the second day of the meeting so 
Mr. Marcus could participate in the discussion. The Chairman of the 
Subcommittee appointed to review the above Consent Decree with the 
Justice Department reported that the Subcommittee had discussed the 
meaning of the above Consent Decree with one of the attorneys (a woman) 
in the Justice Department. The Subcom ittee presented the full 
Committee's views as to the application of Article X, Section (F) 
to the royalty free "flow-back" in certain Western Electric Co. - 
Bendix Aviation Corporation licenses and requested that the Justice 
Department indicate its interpretation of this portion of the Consent 
Decree as it applied to royalty free "flow-backs", While the attorney 
with whom these conversations were held tentatively agreed with the 
full committee's views, she requested that the Chairman of the sub- 
committee supply a copy of one of the Western Electric Co. - Bendix 
Aviation Corporation (Bendix Radio) licenses so the matter could be 
discussed with her superior who was temporarily out of his office and 
who purportedly participated in the drafting of the Consent Decree, 
After receiving a copy of this agreement the Justice Department wrote 
to Western Electric Co. and apparently incorrectly stated that "Bendix 
Aviation Corporation had lodged a complaint against Western Electric", 

Mr. Marcus continued the discussion by briefly reviewing a meeting 
he and Mr. Lansing had with Mr. Lack of vestern Electric Co. on this 
subject. In view of the fact that this matter has passed to top man- 
agement levels of Bendix Aviation Corporation and Western Electric 
it was decided the Committee should take no further action. 


— 


we 


/ 


(Copied 3/28/58) 


a ee RE 


. 
' 
j 
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X_ AV ON CORPORATION 





The Department of Justice wrote /£T T om August 
1§th tht Rendix had complained that Western had informed 
them thet their .greements could not be csncelled in 
their entirety under provisions of the consent decree, 

Mr. Moulton replied th: t it seems very clecr th t Bendix 
does not have the right under the consent “ecree to c:ncel 
their :greemnts «ith us in their entirety, .nd specifically 
no right to cincel their licenses to us under Rendix's 
patents, 


Leter in # discu sion vith the Rendix patent 
attorney, Nr. Cerstvik, “e informed us *h:t Remdix only 
wanted to crncel future rishts to us under Bendiz's 
inventions made fter the dite of exsncelletion. He «lso 
stated th t if ve would -zree ‘o terminate our vested 
rights under Bendix's patents meade after July 1, 1956 and 
would extend them a new agreement for specified evuip- 
ments on * royslty-free » sis, under pre-decree patents, 
he vould be led to vrite the Departuent °>f Justice thit 
all questions between Bendix «nd Western had been satis- 
fretorily settied and no ruling on the matter by the 
Deoertment of Justice was needed, We .uestioned whether 
ve would want to do this but agreed to give the moctter 
furt':er considerstion. 


GWM 


September 71, 1956 


G.21-56 


Mn. Kan ostiurvnd - he Furth, a Leon 
Bo % Tadks, _ 
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UNITED STATES DEPAKTMENT OF JUSTICE 
WASHINGTON, D. C. 


Address Reply to the 
Division Indicat 

and Kefer to Initials 
and Number 


VRH3WDK 
60-6-96-7 October 1, 1956 


Stephen Cerstvik, Esquire 
Patent Counsel 

Bendix Aviation Corporation 
Teterboro, New Jersey 


Dear Mr. Cerstvik: 


“Reference is made to your letter of August 1, 1956 re- 
lating to the different views between your company and Western 
Electric Company regarding the judgment entered against the 
latter company. 


We have carefully studied the material which you submitted 


and the views expressed. We have also obtained the views of 
Western Electric with regard to the problen, 


This is to advise you that the Department does not presently 
contemplate any further action regarding this matter. 


/s/ Victor R. Hansen 
VICTOR lhe HANSEN 


Assistant Attorney General 
Antitrust Division 


(Copied 3/27/58) 
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BENDIX AVIATION CORPORATION 
TETERBORO, NEW JERSEY 


\ - May 13, 1957 
r \> 


Mr. Gaius W. lierwin, 

Fatent Licensin; neyresentative 
Patent Licensing Division 
Western Electric Company, Inc. 
195 Broadway 

New York 7, New York 3d 


Subject: western Electric - bendix License Agreement Dated 
ctober 30, 1950 Relating to Commercial Radio ratus 














Dear iir. herwins 


In view of tne fuct that, according to Western's interpretation 
of paragraph (f) of Section X of the consent decree of January 

24, 195., Bendix may cancel only the license rights granted to 

it by western under the subject agreement and may not cancel 

the license rights granted to Western by Bendix, it is earnestly 
requested that with respect to Western's pre-decree patents, the 
agreement be amended to eliminate the limitation of Bendix' rights 
to make, have made, use, lease, sell and maintain only the spec- 
ific equipment set forth in Section 1 of article III of the 
agreement. 


It is believed to be only fair and equitable that Bendix be 
placed in the same favorable position as any new licensee of 
Western, who acquires a license under Western's pre-decree 
patents pursuant to paragraph (A) of Section X of the consent 
decree, which requires Jestern to grant non-exclusive licenses 
to any applicant for a license under such patents "to make, have 
made, use, lease and sell apy and ¢ g I 

the applicant." 





Such an amendment will give Bendix a wider scope of activity in 
the radio field under Western's pre-decree pate.its without having 
to rely on the license rights derived from RCA under such patents 
with respect to radio equipment other than that specifically set 
forth in Section 1 of article III of the subject license agreement. 


Sincerely yours, 

' rth) 
St@phen Cerstvik 
Patent Counsel 


SC sLii Eastern Vivisions 
“—- 





eo? 
y 


4 
pts y(copy attached) of the Bendix-RCA agreement covering the 
“licenses extended to Bendix. After some discussion, it 
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. Cher 


Me fowecll 


May *2, 1957 


TX AV N_CORP 0 
MEMORANDUM 


I visited Mr. Stephen Cerstvik, Patent Counsel 
for Bendix Aviation Corporation, at their Teterboro, New 
Jersey office on May 20th to discuss additional licenses 


desired by Bendix, and in particular his letter of May 13, 
1957. 


I told Mr. Cerstvik that we would be glad to 
meet Bendix's needs for additional licenses under our 
pre-decree patents but pointed out the advantages of also 
including licenses under our post-decree patents in any 
new agreement and étated that we would be glad to consider 
the possibility of setting up a new cross license agreement 
which would replace some or all of the present Bendix-Western 
license agreements. In this connection, we discussed the 
present grants to Bendix under the October 3, 1950 agree- 
ment, other patent license agreements with Bendix Aviation 
Corporation and additional licenses that might be of possible 
interest to Bendix, as listed in the three attachments. 


Mr. Cerstvik stated that Bendix would be 
interested in working out a new cross license agreement 
with us, but due to their Division organization set-up, 
he felt sure that such an agreement would take many months 
to consider. As Bendix would like to receive a royalty-free 
license under our pre-decree patents at an early date, he 
suggested that we go ahead now with a license of this kind 
and then after it is completed, take up the question of a 
new cross license agreement. 


While Mr. Cerstvik had requested a license 
under our pre-decree patents for "any and all equipment" 
Mr. Cerstvik told me that Bendix's needs would be fully 
met if we extend them a royalty-free license under our 
pre-decree patents for all radio equipment for which they 


are now licensed by RCA through their 1947 commercial 
agreement. Mr, Cérstvik handed me a copy of the section 


appeared that a royalty-free license under our pre-decree 
patents for radio communication, radio indication, amateur 
transmitters and radio broadcast receivers which might 

be combined with other radio apparatus, would completely 

meet Bendix's needs for additional licenses under our patents 
at this time. 





ea ae 


So ETAT OBE SN 
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-“- 


I told Mr. Cerstvik that while under the consent 
decree we had the right to obtain licenses under Bendix's 
present and future patents, I would recommend that we 
extend the licenses desired by Bendix on a unilateral 
basis, as we already have licenses under Bendix's patents 
through our 1950 agreement. Such licenses, however, are 
only under Bendix's inventions made prior to the end of 
1959 and the question has already been raised here as 
to whether we should ask for adaftional rights extending 
for a full 5-year period. 


I handed “r. Cerstvik specimen copies of our 
unilateral license form A-I (10-4-56) C and of our list 
of "Bell System Owned United States Patents Issued from 
January 24, 1956 to April 30, 1957 Inclusive Arranged 
Sequentially in Order of Issuance" and he asked that I 
mail him an additional copy of each of these. 


The matter was left that I would check further 
as to whether we would wish the grantback extended for 
a longer period than in the present agreement <nd subject 
to royalties. If we decide to waive this, we will set 
up a draft of a unilateral agreement and send it to Bendix 
for their consideration. 


‘ us. 
US W. MERWIN 


Attachments 
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BENDIX AVIATION CORPORATION UY 


TETERBORO, NEW JERSEY 


May 24, 1957 


6 

Mr. Gaius W. Merwin, 

Patent Licensing Representative 
Patent Licensing Division 
Western Electric Company, Inc. 
195 Broadway 

New York 7, New York 


Subject: Cross License Agreement Between Western Electric 


and Radio Corporation of America 


Dear Mr. Merwins 


Some time in the latter part of 1955 your Mr. H. B. Santee fur- 
nished us two lists identified as List I and List II, List I 
setting forth the fields in which Western Electric has the rignt 
to sub-license others under kKCA patents issued and issuing on 
inventions made prior to January 1, 1955 and List II setting 
forth fields in which RCA has the right to sub-license others 
under Bell System patents issued and issuing on inventions made 
prior to January 1, 1955. 


I furnished copies of these lists to our Pacific Vivision which 
is manufacturing apparatus for radio telemetering and apparatus 
for distance actuation and control by radio, of all kinds and for 
all uses except for public service communication, amateur use, 
and television or facsimile broadcast receiving apparatus for 
reception of pictures in places where no admission or entertain- 
ment charges are made. " 
We have assumed that under the above-mentioned RCA license, HCA 
had the right to license Bendix under Bell System patents, and 
our Pacific Division has been paying royalties to XCA under some 
Bell System patents. 


It is noted that List II sets forth as Item 1-"Wireless telegraphy 
(including television and facsimile)". This would appear to be the 
only field in List II that might include telewetering and remote 
control by radio, and we have assumed that this item has been so 
interpreted by RCA and Western Electric. We have nothing of re- 
cord in our file, however, indicating definitely that Western 
Electric confirmed such an interpretation. 


Our Pacific Division is exploiting a new digital telemetering 
system useful primarily in the industrial field. In some instances 
the channel of communication will be by wire line. 


» WwW 
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BENDIX AVIATION CORPORATION 


Mr. Gaius W. Merwin 
Western Electric Co. -2- May 24, 1957 


It would seem that if it be proper to include telemetering and 
remote control by radio as being within the field of wireless 
telegraphy, then it should be proper to consider telemetering and 
remote control pe wire line as being within the field of wire 
telegraphy as defined in Item + of List I. If such be the case, 

it appears that Bendix would require a license from Western 

Electric only, covering telemetering and remote control by wire 

line, According to our understanding of the Western #lectric- 
Bendix agreement of October 30, 1950 for commercial radio apparatus, 
it does not include telegraphy by wire line, i.e., "wire telegraphy". 


We should appreciate your comments in connection with the foregoing. 
Very truly yours, 
Stephen Cerstvik 
Patent Counsel 


Eastern Divisions 


SC :LM 
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June 5, 1957 
MR. STEPHEN CERSTVIK, Patent Counsel 


Bendix Aviation Corporation 
Teterboro, New Jersey 


Dear Mr. Cerstvik: 


Before leaving the office on May 29th for 
a three-week management training course, Mr. Merwin 
asked me to acknowledge your letter of May 24th and 
to tell you that he will see that the definitions 
in the draft of the proposed <greement now being 
prepared by our attorneys will cover the additional 


rights you mentioned in your letter. 


Very truly yours 


piezo SK V, Ch 


Reba J. Prellwitz 
(Secretary-to Mr. neni 
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June 26, 1957 


MR. STEPHEN CERSTVIK, Patent Counsel 
Bendix Aviation Corporation 
Teterboro, New Jersey 


Dear Mr, Cerstwik: 


Pollowing our discussion on May 20th of 
additional licenses under our patents desired by Ben- 
dix and our telephone conversation on May 27th, I «sked 
our attorneys to set up a draft of an agreement. 


A tentative draft of the proposed agreement 
between Bendix Aviation Corporation and Western Electric 
Company, Incorporated has been completed, and I am enclosing 
five copies for your consideration. You will note that 
the definition of "wire telegraph system” on vege 19 
is not complete, as we thought you might «ish to include 
certain specific items, such as telemetering -nd remote 
control, which you mentioned in your letter of May 24, 

195”, 


As sorn as you have completed your review of 
this proposed agreement, Mr. Wolf and I will be -lad to 
meet with you .nd discuss any comments or questions that 
you may have on it. 

Sincerely yours 
GAIUS W. MERWIN 


GWM: jp Patent License Represent.:tive 


Fnelosures (5) 








Draft of June 25, 1957 








LICENSE AGREEMENT 


BETWEEN 


WESTERN ELECTRIC COMPANY, INCORPORATED 


BENDIX AVIATION CORPORATION 


— 
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LICENSE AGREEMENT 


Effective as of July 1, 1957, Western Electric Company, 
Incorporated, a New York corporation (hereinafter re- 
ferred to as ‘‘Western’’), and Bendix Aviation Corpora- 
tion, a Delaware corporation (hereinafter referred to as 
‘*Bendix’’), agree as follows: 

ARTICLE I 
Grants Or Licenses AND IMMUNITIES 

Section 1. Western grants to Bendix under Western’s 

patents non-exclusive royalty-free licenses for the follow- 


ing equipments, as defined in the Appendix attached hereto 
and made a part hereof: 


(1) Radio communication systems; 
(2) Radio indication systems; 

(3) Radio broadeast systems; and 
(4) Wire telegraph systems. 

Section 2. Bendix grants to Western and American 
Telephone and Telegraph Company, a New York corpora- 
tion (hereinafter referred to as ‘‘American’’), severally, 
irrevocable options to acquire under Bendix’s patents, non- 
exclusive licenses for any or all of the following equip- 


ments as defined in the Appendix attached hereto and 
made a part hereof: 


(5) Radio communication systems; 
(6) Wire systems; 

(7) Switching systems; 

(8) Station systems; and 

(9) Carrier current systems. 


Such licenses shall be upon reasonable terms and at roy- 
alty rates to be negotiated, but in no event shall any 
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rovalty rate exceed two per cent (2%). Western or Ameri- 
can may exercise any of such options at any time and from 
time to time while any of said patents remains in force by 
written notice addressed to Bendix specifying the option or 
options exercised. Such notice shall automatically confer 
licenses hereunder in accordance with the option or options 
exercised upon the terms and at the royalty rates deter- 
mined as provided in this Section 2, and such licenses 
shall be effective as of the date of giving of such notice. 


Section 3. The licenses acquired hereunder for any of 
the equipments specified in subdivisions (1) to (4), inclu- 
sive, of Section 1 of this Article 1 or in subdivisions (5) to 
(9), inclusive, of Section 2 of this Article I, whether granted 
in this agreement or acquired upon the exercise of options 
herein granted, shall include licenses under the patents of 
the grantor for combinations of any or all of such equip- 
ments for which the grantee is thus licensed. The term 
‘‘equipments’’ used hereinafter includes any combination 
thus licensed. 


Section +. Western grants under patents issued in 
countries other than the United States and owned or con- 
trolled by Western, American, or their subsidiaries, 
rovalty-free immunity relating to the sale, lease or use in 
such other countries of equipments specified in Sections 1 
and 3 of this Article I, and maintenance parts therefor, 
manufactured in the United States under the licenses 
granted herein under Western’s patents issued in the 
United States. 


Section 5. Bendix grants under patents issued in 
countries other than the United States and owned or con- 
trolled by it, or any of its subsidiaries, royalty-free im- 
munity relating to the sale, lease or use in such other coun- 
tries of equipments specified in Sections 2 and 3 of this 
Article I, and maintenance parts therefor, manufactured 


~HOS6B O dR pt. 2, vol. 2 30 
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in the United States under the licenses acquired hereunder 
under Bendix’s patents issued in the United States. 

Section 6. The licenses granted or acquired here- 
under, except as provided in Article TV hereof, shall con- 
tinue for the entire terms that the respective patents under 
which they are granted are in force, or for that part of 
such terms for which Western or Bendix, respectively, has 
the right to grant such licenses. 


Section 7. ‘‘Western’s patents’’ means (a) all patents 
issued in the United States prior to January 24, 1956 and 
on said date owned or controlled by American, Western 
or any of their subsidiaries, (b) all patents issued in the 
United States prior to January 24, 1956 on inventions made 
by employees of such companies in the course of their 
employment (other than employees of such subsidiaries 
exclusively engaged in the performance of contracts with 
the United States of America) employed to do research, 
development or other inventive work, subject to any re- 
leases of rights to such employees granted prior to Jan- 
uary 24, 1956, and (c) all patents of others issued prior to 
January 24, 1956 in the United States and under which 
and to the extent to which any such company on January 
24, 1956 had the right to grant the licenses and rights 
which are herein granted by Western. The term does not 
mean nor does it include any patents of Teletypesetter 
Corporation, a Delaware corporation. 


Section 8. ‘‘Bendix’s patents’’ means all patents issued 
at any time in the United States for (a) inventions made 
during the period between December 31, 1959 and July 1, 
1962 and in the course of their employment by employees 
of Bendix, or any of its subsidiaries, who are employed 
to do research, development or other inventive work, (b) 
inventions made prior to the termination of said period 
and owned or controlled at any time during said period 
by any such company, and (c) inventions made prior to 
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the termination of said period, with respect to which and 
to the extent to which any such company shall at any 
time during said period have the right to grant the h- 
ecenses and rights which are herein granted by Bendix. 


Section 9. The grant of each license acquired here- 
under by Bendix includes the right to grant sublicenses 
within the scope of such license to its subsidiaries. The 
grant of each license aequired hereunder by Western or 
American includes the right to grant sublicenses within the 
scope of such license to their respective associated com- 
panies. Such right of either party or American may be 
exercised at any time during the period for which such a 
license acquired hereunder by such party or American, as 
the case may be, continues in force. Any sublicenses 
granted pursuant to this Section 9 to any present sub- 
sidiary or to any present associated company may be 
made effective, retroactively, as of the effective date hereof, 
and any such sublicenses granted to any future subsidiary 
or any future associated company may be made effective, 
retroactively, as of the date when such company became 
a subsidiary or an associated company; provided, how- 
ever, that no sublicense granted under a license acquired 
pursuant to the exercise of an option hereunder may be 
made effective as of a date prior to the exercise of such 
option. 


ARTICLE II 


GENERAL Provisions Re.tatine To LicENsES 
AND SUBLICENSES 


Section 1. The licenses granted in, or acquired upon 
the exercise of any of the options specified in, Article I 
hereof for the equipments therein specified are licenses 
to make, have made, use, lease and sell such equipments. 
Such licenses include the rights to maintain such equip- 
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ments, to practice methods and processes involved in the 
use of such equipments and to make and have made, to 
use and have used, and to maintain machines, tools, in- 
strumentalities and materials, and to use and have used 
methods and processes, in so far as such machines, tools, 
instrumentalities, materials, methods and processes are 
involved in or incidental to the development or the manu- 
facture of such equipments, the term ‘‘manufacture’’ in- 
cluding installation, testing and repair. Such licenses do 
not extend to any other instrumentality or combination, 
nor to any method or process involved in the use of such 
equipments in combination with any other instrumentalli- 
ties, aggregate of instrumentalities, or other combina- 
tions, 


Section 2. Neither of the parties hereto nor American 
nor any of their respective associated companies shall 
be required hereunder to file any patent application or 
to secure any patent or to maintain any patent in force. 


Section 3. Except as stated in a letter from Bendix 
to Western dated as of the date of execution hereof, 
Bendix warrants that there are no commitments or restric- 
tions which will limit the licenses and rights agreed to be 
granted by it in this agreement under patents issued at 
any time on inventions owned at any time during the 
period between December 31, 1959 and July 1, 1962 by it 
or any of its subsidiaries. 


Secrion 4. Bendix shall acquire rights to inventions, 
made during the period between December 31, 1959, or the 
date of the first exercise of any of the options agreed to 
be granted in Article I hereof, whichever is later, and 
July 1, 1962, which relate to the subject matter of licenses 
agreed to be granted hereunder pursuant to the exercise 
of any of said options and are made in the course of their 
employmeent by its or its subsidiaries’ employees who are 








CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 2851 


employed to do research, development or other inventive 
work, such that American and Western shall acquire by the 
exercise of any of the aforesaid options in respect to pat- 
ents issued on such inventions, licenses and rights here- 
under of the scope and upon the reasonable terms herein 
agreed to be granted. 


ARTICLE III 


MISCELLANEOUS PROVISIONS 


Section 1. It is recognized that Bendix or any of its 
associated companies may have contracted or may here- 
after contract with a national government for the benefit 
of its military or national defense establishment or the 
Atomie Energy Commission of the United States Govern- 
ment to do development work financed by such government 
and to assign to such government its rights to grant, or 
may now or hereafter be restrained by such government 
from granting, licenses to others than its associated com- 
panies under patents for inventions arising out of such 
work. The inability of Bendix to grant the licenses herein 
agreed to be granted by it under patents for such inven- 
tions shall not be considered to be a breach of this agree- 
ment. For the purposes of this Section 1, Bendix and its 
associated companies shall be deemed to be associated com- 
panies of one another. 


Section 2. Each party hereto shall, upon written re- 
quest from the other party sufficiently identifying any 
patent by country, number and date of issuance, inform the 
other party as to the extent to which any such patent is 
subject to the licenses, immunities and rights granted or 
agreed to be granted hereunder to such other party. If 
such licenses, immunities or rights under any such patent 
are restricted in scope, copies of all pertinent provisions of 
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any contract creating such restrictions shall, upon request, 
be furnished to the party making such request. 


Section 3. Nothing contained in this agreement shall 
be construed as 


(a) 


(b) 


(c) 


(d) 


(e) 


an admission by any grantee of the validity of any 
patent except within the scope and period of the 
licenses thereunder: or 


a warranty or representation by any grantor as to 
the validity or scope of any patent; or 


a warranty or representation that any manufacture, 
use, lease or sale hereunder will be free from in- 
fringement of patents other than those under which 
and to the extent to which licenses are in force here- 
under; or 


an agreement to bring or prosecute actions or suits 
against third parties for infringement; or 


an obligation to furnish any manufacturing or tech 
nica) information; or 


(f) conferring any right to use, in advertising, pub- 


(h) 


licity or otherwise, any trade-mark, trade name or 
name, or any contraction, abbreviation or simulation 
thereof; or 


conferring by implication, estoppel or otherwise 
upon any grantee hereunder any license or other 
right under any patent, except the licenses and 
rights expressly granted hereunder to such grantee; 
or 


a release for any infringement prior to the effective 
date hereof. 


Section 4. Neither this agreement nor any licenses or 
rights hereunder, in whole or in part, shall be assignable. 











CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 2853 


SECTION 0. Any notice or statement hereunder shall 
be deemed to be sufficiently given or rendered when sent by 
registered mail, and if given or rendered to Bendix, ad- 
dressed to Bendix Aviation Corporation, at Teterboro, 
New Jersey, or, if given or rendered to Western addressed 
to Western Electric Company, Incorporated, at 195 Broad- 
way, New York 7, New York, or in either case at such 
changed address as either party shall have specified by 
written notice. 


ARTICLE IV 


TERMINATION, CANCELLATION AND SURRENDER 


Section 1. (a) Every sublicense granted hereunder by 
a party hereto or American shall terminate with the ter- 
mination or cancellation of its corresponding license. 


(b) When a sublicensee’s relationship to a party hereto 
or American, changes so that such sublicensee is no longer 
a subsidiary of Bendix or an associated company of 
Western or American, as the case may be, any sublicenses 
granted hereunder to such sublicensee shall terminate, but 
licenses and rights acquired under the patents and patent 
rights of such sublicensee for inventions made prior to the 
date when such relationship changed shall not be affected 
by such termination. 


SecTion 2. Licenses, immunities and rights hereunder 
with respect to equipments made, leased, sold or put into 
use hereunder prior to any termination under the provi- 
sions of this Article [V shall survive such termination. 


Section 3. By written notice to Western, Bendix may 
eancel the licenses for any specified equipment granted 
hereunder to it under Western’s patents issued in the 
United States. Such cancellation shall be effective as of 
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the date of giving of said notice. By written notice to 
Bendix, Western or American may cancel the licenses for 
any specified equipment granted to it, pursuant to the ex- 
ercise of any of the options specified in Article I hereof, 
under Bendix’s patents issued in the United States, such 
eancellation to be effective as of the date of giving of said 
notice but shall not relieve Western of any obligation to 
pay accrued royalties with respect to such specified equip- 
‘ments. 


Section 4. By written notice to Western, specifying 
any of Western’s patents by number and date of issuance, 
Bendix may surrender and terminate all licenses and rights 
acquired hereunder by it under such specified patent or 
patents with respect to all equipments, and maintenance 
parts therefor, except equipments and maintenance parts 
manufactured, sold, leased or put into use hereunder prior 
to the date of giving of said notice. Said surrender and 
termination shall be effective as of the date of giving of 
said notice. 


Section 5. By written notice to Bendix, specifying any 
of Bendix’s patents by number and date of issuance, West- 
ern or American may surrender and terminate all licenses 
and rights acquired by it, pursuant to the exercise of any 
of the options specified in Article I hereof, under such 
specified patent or patents with respect to all equipments, 
and maintenance parts therefor, except equipments and 
maintenance parts therefor, sold, leased or put into use 
hereunder prior to the date of giving of said notice. Said 
surrender and termination shall be effective as of the date 
of giving of said notice and shall relieve Western as of said 
date of all obligations to pay royalty on any equipments and 
maintenance parts therefor on which royalty would other- 
wise be payable hereunder solely because of such patent or 
patents. 








CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 2855 
ARTICLE V 


CONSTRUCTION 


The construction and performance of this agreement 
shall be governed by the law of the State of New York. 


ARTICLE VI 


GENERAL DEFINITIONS 


’ 


Section 1. <A ‘‘subsidiary’’ is a company the ma- 
jority of whose stock entitled to vote for election of di- 
rectors is now or hereafter controlled by the parent com- 
pany either directly or indirectly, but any such company 
shall be deemed to be a subsidiary only so long as such 
control exists. 

Section 2. (a) Associated companies of Bendix are 
subsidiaries of Bendix. 


(b) Associated companies of Western are subsidiaries 
of Western. 


(c) Associated companies of American are companies in 
the United States which are now parties to patent license 
and service contracts with American relating to the fur- 
nishing by them of public communication service by tele- 
phone in the United States or between the United States 
and other countries, the respective subsidiaries of each 
such company and subsidiaries of American other than 
Western and its subsidiaries. ‘‘Publie communication 
service’? mineans communication service furnished to the 
publie (including service limited to a particular customer 
or class of eustomers) for compensation. 
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In Witness WHEREOF, the parties hereto have executed 
these presents and have affixed their seals this day 
of , 1957. 


WESTERN Exectric Company, INCORPORATED 


Secs seseoe 6 @eCemaeeseeoeowensoeoeneeonsd ee een 


Secretary 


BENpIx AVIATION CORPORATION 


Vice President 


Attest: 


one 2 8 e686 OO OS OOD AHO OD 6G 66S OOD 


Secretary 
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APPENDIX 


For the purposes of the Agreement to which this Appen- 
dix is attached the following terms are defined as follows: 


Section 1. ‘*‘Waves’’ means all impulses, alternations 
or other variations with time, of electric, magnetic, electro- 
magnetic (ineluding light), acoustic or mechanical magni- 
tudes or combinations thereof. 


Section 2. ‘‘Signals’’ means waves (other than modu- 
lated waves) which represent sounds, pictures or other 
graphic material, scenes, or other detectable effects. 

Section 3. ‘Modulated waves’? means waves of which 
either the amplitude, poiarity, frequency, phase, or other 
time relations, or combinations thereof, are varied in ac- 
cordance with signals. Demodulating modulated waves 
means the production from such modulated waves of the 
signals represented by the modulated waves. 


Section 4. ‘‘Program’’ means a presentation of pic- 
tures, scenes, news, music, speeches, advertising, enter- 
tainment, or educational matter, or combinations of any of 
them. 


Secrion 5. To ‘‘radiate electromagnetic waves’’ means 
to propagate from a transmitting antenna structure into 
space as distinguished from propagating into or over 
conductors or other guiding structures. 


Section 6. ‘*‘Communication’’ means the transmission, 
reception, production, recording -or reproduction (by 
waves) of intelligence, information or perceivable effects 
by electrical, magnetic, electromagnetic, acoustic, mechan- 
ical, electromechanical or other means or, without limita- 
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tion of the foregoing, by telephony, telegraphy, facsimile, 
picture transmission or television, or actuating, controlling 
or indicating at a distance, or any combination of any of 
the foregoing. 


SECTION 7. ‘‘hRadio communication system’’ means: 
(i) one or more radio transmission systems; or 
(il) one or more radio reception systems; or 
(iil) One or more systems for radio relaying; or 
(iv) any and all combinations of (i), (ii) and (iii); 


but the term does not mean nor does it include a radio 
broadeast systein or a radio indication system. 

Section 8. ‘‘Radio transmission system’’ means any 
aggregate of instrumentalities of a design primarily 
adapted to produce waves, operate on such waves to pro- 
duce modulated electromagnetic waves and radiate such 
electromagnetic modulated waves; and, if provided there- 
with, such aggregate includes auxiliary apparatus locally 
associated therewith and involved in performing such fune- 
tions; and the term also means any such aggregate in 
which the radiated waves may include modulated waves, 
unmodulated waves, or both; but the term does not mean 
nor does it include a switching system. 


Section 9. ‘‘Radio reception system’’ means any ag- 
gregate of instrumentalities of a design primarily adapted 
to receive radiated electromagnetic waves, modulated, 
unmodulated, or both, and to demodulate such modulated 
waves; and, if provided therewith, such aggregate includes 
auxiliary apparatus locally associated therewith and in- 
volved in performing such functions; but the term does not 
mean nor does it include a switching system. 
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Section 10. ‘‘System for radio relaying’? means any 
aggregate of instrumentalities of a design primarily 
adapted to receive radiated electromagnetic waves, modu- 
lated, unmodulated, or both, and at the point of such re- 
ception to radiate the aforesaid received electromagnetic 
waves or other waves representative of such received 
waves; and, if provided therewith, such aggregate includes 
auxiliary apparatus locally associated therewith and in- 
volved in performing such functions. 


Section 11. ‘‘Radio broadcast system’’ means (a) a 
radio broadcast transmission system; or (b) a radio broad- 
cast reception system; or (c) any combination of (a) and 
(b) ; but the term does not mean nor does it include a sys- 
tem for radio relaying. 


Section 12. ‘‘Radio broadcast transmission system”’ 
means a radio transmission system of a design primarily 
adapted for substantially non-directive radiation of waves 


(i.e., to the public in an area or areas) representing pro- 
grams. 


Section 13. ‘‘Radio broadcast reception system’’ means 
a radio reception system of a design primarily adapted 
for the reception of waves representing programs radiated 
by a radio broadcast transmission system. 


Section 14. ‘‘Radio indication system’’ means 


(i) any aggregate of instrumentalities of a design 
primarily adapted for receiving and converting 
radiated electromagnetic waves, or reflected or 
identifying waves, or any combinations of such 
waves, from distant objects, into indications or 
data for determining distance, position, directicn, 
speed of movement, identification, or weather con- 
ditions, or any combinations thereof; and such 
aggregate includes instrumentalities of a design 
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primarily adapted for producing and radiating 
clectromagnetic waves that initiate such reflected 
or identifying waves, or both; or 


(11) the combination of the aggregate specified in 
(1) with instrumentalities of a design primarily 
adapted to utilize such indications or data for 
directing, positioning, actuating or controlling ob- 
jects; 


and, if provided therewith, such aggregate or combination 
includes analog and digital computers and other auxiliary 
apparatus locally associated therewith and involved in the 
control or performance of the functions thereof; but the 
term does not mean nor does it include any radio com- 
niunication system. 


Section 15. ‘‘Station system’’ means any aggregate of 
instrumentalities of a design primarily adapted for (a) 
converting sounds, pictures or other graphic material, 
scenes or other detectable effects, into signals or (b) pro- 
ducing sounds, representations of pictures or other graphic 
material, scenes or other detectable effects, from signals of 
the type specified in (a), or (c) performing any combina- 
tion of (a) and (b), such aggregates being of the types pro- 
vided at a subscriber’s or other user’s station for communi- 
cation service or of the types provided for use by personnel 
engaged in the construction, maintenance or operation of 
plant furnishing communication service; if provided there- 
with, such aggregates include (d) wiring, signaling, am- 
plifying and switching equipment, or any combination of 
such equipments, locally associated therewith and involved 
in the performance of the functions thereof. The term 
does not mean nor does it include any switching system. 

Section 16. ‘‘*Carrier current system”’ 
bination of : 


means the com- 
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(a) any aggregate of instrumentalities of a design pri- 
marily adapted for generating waves (other than 
signals), operating on such waves to produce mod- 
ulated waves and preparing said modulated waves 
for transmission, either alone or with said gener- 
ated waves, to a communication line; and 


(b) any aggregate of instrumentalities of a design pri- 
marily adapted for receiving from a communica- 
tion line the transmitted waves prepared by (a) 
and for demodulating such waves; 


and the term also means 


(c) any aggregate of instrumentalities of a design pri- 
marily adapted for receiving from a communica- 
tion line the transmitted waves prepared by (a) 
and delivering said waves at increased power to a 
communication line for transmission to an aggre- 
gate of the type specified in (b) or to another ag- 
gregate of the tvpe specified in this (c) ; 


the term also means a combination of one or more of the 
aggregates specified in (c) with the comb'nation of the ag- 
gregates specified in (a) and (b); and, if provided there- 
with, such aggregates include the auxiliary apparatus lo- 
cally associated with and involved in the operation of the 
aggregates; but the term does not mean nor does it include 
any instrumentalities electrically preceding the aggregate 
specified in (a) or electrically succeeding the aggregate spe- 
cified in (b); nor does the term include the aforesaid com- 
munication line, or mean or include any switching system. 


Section 17. ‘‘Communication line’’ means land line, 
coaxial cabie, submarine cable or wave guide, 


Section 18. ‘‘Land line’? means any single solid or 
stranded wire, with or without insulating coating or wrap- 
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ping, such wire being composed wholly of a metal or metals 
or metal alloy, and in which, if stranded wire, the indi- 
vidual strands of the wire are not insulated from one 
another; or two such wires, insulated from each other, 
and, if furnished therewith, any sheath or other material 
involved in forming such wires into cable form; or a cable 
comprising three or more such wires or pairs of such wires 
separately insulated and twisted together, together with 
any sheath or other material involved in forming such 
wires into cable form; such wire, wires or cable being of 
a design primarily adapted for transmitting waves of mag- 
nitudes and frequencies employed for communication pur- 
poses, and including, if provided as a part thereof, ac- 
cessories. The term does not mean nor does it include 
coaxial cable, coaxial unit, wave guide or submarine cable. 


SeEcTION 19. ‘‘Coaxial cable’’ means a eable consisting 
of a coaxial unit or a plurality of coaxial units arranged 
in said cable in other than concentric relation to one 
another, and any insulation and any sheath or sheaths for 
such unit or units, together with any land line enclosed by 
such sheath or sheaths; if provided as a part thereof, 
such cable includes any instrumentality for maintaining its 
moisture content within a preassigned range, and acces- 
sories; ‘‘coaxial unit’’ means a structure consisting of only 
two elongated conductive bodies, one concentrically ar- 
ranged within the other with the space therebetween occu- 
pied by a dielectric, each of such conductive bodies being 
composed wholly of metal. The term ‘‘coaxial cable’’ 
does not mean nor does it include submarine cable. 


Section 20. ‘‘Submarine cable’’ means a cable consist- 
ing of one or more wires or other elongated metallic elec- 
trical wave conductors and any insulation, sheaths or other 
material involved in forming such wire or conductor into 
eable form; such cable being of a design primarily adapted 
for transmitting waves of magnitudes and frequencies em- 
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ployed for communieation purposes and being further of 
a design primarily adapted for underwater use and includ- 
ing, if provided as a part thereof, accessories. The term 
also means such a cable which is further of a design 
adapted for use on shore. The term further includes, if 
provided as a part of said cable, instrumentalities of a 
design primarily adapted for connecting a land end of such 
a cable to land line, coaxial cable or other guiding structure, 
or to equipment associated with such land line, coaxial cable 
or other guiding structure, for transmitting waves to or 
receiving waves from such land line, coaxial cable or other 
guiding structure. 


Section 21. ‘‘Wave guide’’ means an electromagnetic 
wave conductor comprising (i) a rod or other elongated 
body of dielectric material, with or without elongated fila- 
ments or other members of metallic material therein; or, 
(ii) a tube or duct partially or entirely filled with air or 
other gas at any pressure or with a dielectric, with or with- 
out dielectric-separated layers, filaments or other members 
of metallic material therein, and with or without a 
centrally disposed body of dielectric or metallic material 
therein; or, (iii) an elongated body composed of alternate 
layers of metallic and insulating materials, with or without 
an outer member therefor and with or without a centrally 
disposed body of dielectric or metallic material therein; 
if provided as a part thereof, such conductor includes any 
sheath, coating or covering therefor, and accessories. 


SecTION 22. ‘‘Accessories’’ means instrumentalities of a 
design primarily adapted for making mechanical attach- 
ment to land line, coaxial cable, submarine cable or wave 
guide, but the term does not mean nor does it include any 
instrumentalities for modifying or controlling waves to be 
transmitted over such line, cables or guide. 


Sectrion 23. ‘*‘Wire system’’ means any instrumental- 
ities of a design primarily adapted for transmitting signals 


26086 O—58—pt. 2, vol. 2 31 
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over a comniunication line, and may include, without limita- 
tion thereof, any or all of the following: repeaters (in- 
cluding amplifiers), echo suppressors, equalizers, loading 
eoils, transformers, filters and all other instrumentalities 
connected to such transmission line for improving or con- 
trolling the transmission of such signals thereover; and 
may also include auxiliary apparatus involved in perform- 
ing the functions thereof and locally associated therewith; 
but the term does not mean nor does it include the afore- 
said communication line. 


Section 24. ‘‘Wire telegraph system’’ means any in- 
strumentalities of a design primarily adapted for trans- 
mission of telegraph code signals (such as the Morse Code), 
over a communication line, and may include, without limita- 
tion thereof, any or all of the following: 


; and 
may also include auxiliary apparatus involved in perform- 
ing the functions thereof and locally associated therewith; 
but the term does not mean nor does it include the afore- 
said communication line. 


SEcTION 25. ‘‘Switching system’’ means any aggregate 
of instrumentalities constituting one or more switching 
centers (such as central offices, private branch exchanges 
or similar centers), of a design primarily adapted for 
establishing, holding and releasing circuits over which com- 
munication is effected; if provided therewith, such instru- 
mentalities include (a) the related signaling, supervisory, 
recording, reproducing and controlling equipment, (b) in- 
strumentalities adapted for testing, observing and main- 
taining such centers, (c) message registers and instru- 
mentalities for controlling such registers, (d) manual 
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switching systems, or (e) any and all combinations of 
(a), (b), (ec) and (d); the aforesaid aggregate includes, 
if supplied therewith, one or more measured service sys- 
tems. The term does not mean nor does it include any 
accounting center system. ‘‘Message register’’ means an 
electromagnetically operated cyclometer. 


Section 26. ‘‘Measured service system’’ means all 
instrumentalities of a design primarily adapted for record- 
ing message charge data, and may include any instrumen- 
talities for ascertaining, registering, transmitting or 
receiving such data; and, if provided therewith, includes 
the auxiliary apparatus locally associated therewith and 
involved in performing the functions thereof; but the term 
does not mean nor does it include message registers or 
accounting center systems. ‘‘Message charge data’’ means 
any information relating to a statement, bill or ac- 
count for communication services or relating to the opera- 
tion or engineering of communication equipment and ascer- 
tained, registered, recorded, transmitted or received 
substantially during the interval of use of communication 


facilities. 


Section 27. ‘*‘Accounting center system’’ means any 
aggregate of instrumentalities of a design primarily 
adapted for performing operations with respect to data re- 
lating to charges, assessments, bills or statements con- 
cerned with the use of a communication service or data 
relating to the operation or engineering of communication 
equipment; and, if provided therewith, includes the auxili- 
ary apparatus locally associated therewith and involved in 
performing the functions thereof, but the term does not 
mean nor does it include any measured service system. 
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UY 


May 29, 1957 


MF. ST°PHFN CERSTVIK, Patent Counsel 
Pendix Avixtion Corvor-tion 
Teterboro, New Jersey 


De: r Mr. Cerstvik: 


This will confirm our discu scion on May “%th 
of your letter of May 13, 1957 th: t we will prep:zre 
draft of licen-e greement under which we would 
extend royslty-free licenses to Bendiy under our 
pre-decree vatents for r°dio communicetion systoms, 
radio indicetion systen:, emateur tr:insmitters, radio 
brocdeast receivers nd wire telegranh systens, 


Yas discussed ‘ith you on the telephone on M:y 
27th, in extending you the provosed royelty-free 
licenses we heve the right under the consent cecree 
to secure licenses under your vdatents on reasonable 
terms. In this connection we vould like to date the 
2ronosed agreement July 1, 1957 and wish to be assured 
of certsin "ights under Bencix's inventions nade 
efter the expiration of our 1950 .greement on December 
31,1959, i.e. for an additionel two nd one-half year 
period. If satisfactory to you, we propose that you 
extend us options to obt:in licen:e- for the lives 
of the patents under any Bendix inventions nade after 
December 31, 1959 snd prior to July 1, 1962 for radio 
communication systems, wire communication systems, 
switching systems, snd st tion systems at royal 
terac to be negoti: ted but not to exceed 2%. 


In order to seve time, I am asking our 
attorneys to set un 1 tentative dr ft of an agreement 
along the lines outlined above, -nd as soon s it 
i- completed I ‘411 forwird conies to you nd then 
we can discuss eny ue.tions or sugrestions that you 
may have, 


Sincerely yours 
“ATUS W. Re PRWIN 
GWM: jp Patent License Fevre ent:-tive 
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BENDIX AVIATION CORPORATION 
TETERBORO, NEW JERSEY 


, August 21, 1957 
¥lo9 
“we 
A d 9.175" fob 
SF yw: 36 
Mr. Gaius W. Merwin 4° 


-? 

Patent License Hepresentative — : wok 
Western Electric Company, Inc. agar 7D We, 
195 Broadway pode AS et 
New York 7, W. Y. fat tT 

4% wm 
Subject: Proposed Western - Bendix Royalty-Free License 7 

reement Under Western' re-Decr F s 





Dear Mr. Merwin: 


fhe tentative draft of the subject proposed agreement, which 
accompanied your letter of June 20, 1957, has been considered by 
our Radio and Pacific Divisions. 


As a result, the following amendments to Sections 14 and 24 have 
been suggested in order to include “underwater ranging and distance 
determination", and also “"telemetering and remote control" either 
by radio or by a communication line (as defined in Section 17) 


and either by direct transmission or by carrier current transmission 
(as defined in Section 16): 


Section 14, line 3, before "radiated" insert -- sonic 
waves, ultrasonic waves or -- . 


Section 24, line 5, after the colon (:) and in the 
Space provided insert the following: -- any instru- 
mentalities of a design primarily adapted for 
actuating, controlling or indicating at a distance 
over a communication line, with or without a carrier 
current system; -- 


If the foregoing meets with your approval, please send us two formal 
execution copies and three extra copies of the proposed agreement 
containing the changes indicated above. 


Sincerely yours, 


Stephen Cerstvik 
Patent Counsel 
SC 3M Eastern Vivisions 


P.S. Does Western Electric, AT&T, OR Bell Labs. have U. S. 
Patents (pre-decree or post-decree) in the field of ultra- 
sonics adapted for use in ultrasonic cleaning and available 
for licensing? If so, I should appreciate your furnishing me 
a list of such patents, if possible, and in triplicate. SC 
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September 23, 1957 


MR. STEPHEN CERSTVIK, Patent Counsel 
Bendix Aviation Corporation 
Teterboro, New Jersey 


Dear Mr. Cerstvik: 


As I told you in our recent telephone conversation, 
our attorneys decided to replace ow tentative draft of 
the proposed Bendix - Western Electric agreement of Jue <5, 
1957 by an agreement extending royalty-free licenses to 
Bendix under Western's pre-decree patents and a letter 
covering an option to Western wider Bendix's patents, 


In meeting the requests in your letter to me 
of August 21, 1957, additional grants have been added 
to the agreement to cower underwater systems and distance 
actu: tion, indication and control systems, 


I am enclosing five copies of both the agreenent 
and the option letter for your consideration and we are 
ye to execute them if they are satisfactory to you. 

f you have any questions, I shall be glad to discuss them 
with you, or if the agreement and optior letter are satis- 
factory to you and you will so inform me, I shall be glad 
to have execution copies set up. 


Very truly yours 
GAIUS W. MERW'IN 


GWM: jp Patent License Representative 


Enclosures 


0.K Voy, Kareg 4 Yow rete 








LICENSE AGREEMENT 


BETWEEN 
WESTERN ELECTRIC COMPANY, INCORPORATED 


AND 
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LICENSE AGREEMENT 


Effective as of January 24, 1950 
Western Evectric Company, INcorporaTrp, a New Tork 
corporation (hereinafter referred to as ‘‘Western’’), and 
Bendix Aviation Corporation, a Deiaware 
corporation 


(hereinafter referred to as ‘‘Licensee’’), having an office at 


30 Rockefeller Plaza, New York, New York - 


agree as follows: 


ARTICLE I 


Grants Or Licenses Anp IMMUNITIES 


Secrion 1. Western grants to Licensee under Western’s 
patents non-exclusive royalty-free licenses for: 


Radio communication systems; 

Radio indication systems; 

Radio broadcast systems; 

wire telegraph systems; 

Underwater systems; 

Distance actuation, control and 
indication systems; and 

Combinations of any or all of said 
systems; 


nM & 


O \' 


~] 


as defined in the Appendix attached hereto and made a 
part hereof, hereinafter referred to as ‘‘equipments.’’ 
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Section 2. Western grants under patents issued in 
countries other than the United States and owned or 
controlled by Western, American Telephone and Tele- 
graph Company, a New York corporation (hereinafter 
called ‘‘ American’’), or their subsidiaries, royalty-free im- 
munity relating to the sale, lease or use in such other 
countries of equipments specified in this Article I, and 
maintenance parts therefor, manufactured under the li- 
censes granted herein under Western’s patents issued in 
the United States. 


Section 3. Except as provided in Article IV hereof, all 
licenses herein granted shall commence on the effective 
date hereof and shall continue for the entire unexpired 
terms that the respective patents under which they are 
granted are in force, or for that part of such terms for 
which Western has the right to grant such licenses. 


Section 4. ‘‘Western’s patents’’ means all patents 
issued in the United States prior to January 24, 1956 and 
on said date owned or controlled by American, Western or 
any of their subsidiaries, all patents issued in the United 
States prior to January 24, 1956 on inventions made by 
emplovees of such companies in the course of their em- 
ployment (other than employees of such subsidiaries ex- 
clusively engaged in the performance of contracts with 
the United States of America) employed to do research, 
development or other inventive work, subject to any re- 
leases of rights to such employees granted prior to Jan- 
uary 24, 1956, and all patents of others issued prior to 
January 24, 1956 in the United States and under which 
and to the extent to which any such company on January 
24, 1956 had the right to grant the licenses and rights 
which are herein granted hv Western. The term does not 
mean nor does it include any patents of Teletypesetter 
Corporation, a Delaware corporation. 
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Section 5. A ‘‘subsidiary’’ is a company the mujor- 
ity of whose stock entitled to vote for election of directors 
is now or hereafter controlled by the parent company 
either directly or indirectly, but any such company shall 
be deemed to be a subsidiary only so long as such control 
exists. 


Section 6. The grants of the licenses granted here- 
under to Licensee, include the right to grant sublicenses 
within the scope of such licenses to its subsidiaries. Such 
right of Licensee may he exercised at any time during the 
period for which such a license granted hereunder to Li- 
censee continues in force. 


ARTICLE II 


GENERAL Provisions Revtatinac To LIcENsEs 
AND SUBLICENSES 


The licenses granted in Section 1 of Article I hereof 
for the equipments therein specified are licenses to make, 
have made, use, lease and sell such equipments. Such 
licenses include the right to maintain such equipments, 
to practice methods and processes involved in the use of 
such equipiments and to make and have made, to use and 
have used, and to maintain machines, tools, instrumentali- 
ties and materials, and to use and have used methods and 
processes, in so far as such machines, tools, instrumen- 
talities, inaterials, methods and processes are involved in 
or incidental to the development or the manufacture of 
such equipments, the term ‘‘manufacture’’ including instal- 
lation, testing and repair. Such licenses do not extend 
to any other instrumentality or coinbination or to any 
method or process involved in the use of such equipments 
in combination with any other instrumentalities. 
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ARTICLE UI 
MISCELLANEOUS PROVISIONS 


Ssorion 1. Western shall, upon written request from 
Licensee sufficiently identifying any patent by country, 
number and date of issuance, inform Licensee as to the 
extent to which any such patent is subject to the licenses, 
immunities and rights granted hereunder to Licensee. 
If such licenses, immunities or rights under any such pat- 
ent are restricted in scope, copies of all pertinent provi- 
sions of any contract creating such restrictions shall, upon 
request, be furnished to Licensee. 


Srortox 2. Nothing contained in this agreement shall 
be construed as 


(a) 


(b) 


an admission by Licensee of the validity of any 
patent except within the scope and period of the 
license thereunder; or 


a warranty or representation by Western as to the 
validity or scope of any patent; or 


(c) a warranty or representation that any manufac- 


(d) 
(e) 


(f) 


ture, use, lease or sale hereunder will be free from 
infringement of patents other than those under 
which and to the extent to which licenses are in 
force hereunder; or 


an agreement to bring or prosecute actions or suits 
against third parties for infringement; or 


an obligation to furnish any manufacturing or 
technical information; or 


conferring any right to use, in advertising, publicity 
or otherwise, any trade-mark, trade name or name, 
or any contraction, abbreviation or simulation 
thereof; or 
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(g) conferring by implication, estoppel or otherwise, 
upon Licensee any license or other right under any 
patent, except the licenses and rights expressly 
granted hereunder to Licensee; or 


(h) permitting the assignment of this agreement or of 
any licenses or rights hereunder, in whole or in 
part; or 


(i) a release for any infringement prior to the effective 
date hereof. 


Srorton 3. Any notice or request hereunder shall be 
deemed to be sufficiently given when sent by registered 
mail and, if given to Licensee, addressed to Licensee at 
its office as above specified or, if given to Western, ad- 
dressed to Western Electric Company, Incorporated, at 
195 Broadway, New York 7, New York, or, in either case, 
at such changed address as either party shall have speci- 
’ fied by written notice hereunder. 


ARTICLE IV 


TERMINATION Anp CANCELLATION 


Section 1. By written notice to Western, Licensee may 
cance] the licenses for any specified equipment granted 
hereunder to it under Western’s patents. Such cancel- 
lation shall be effective as of the date of giving of said 
notice. 


Szcrion 2. By written notice to Western specifying any 
of Western’s patents by number and date of issuance, 
Licensee may surrender and terminate all rights and 
licenses acquired hereunder by it under such specified 
patent or patents, with respect to all equipments, anid 
maintenance parts therefor, except equipments and main- 
tenance parts manufactured, sold, leased or put into use 
hereunder prior to the date of giving of said notice. Said 
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surrender and termination shall be effective as of the date 
of giving of said notice. 


Section 3. (a) Every sublicense granted hereunder by 
Licensee shall terminate with the termination of its cor- 
responding license. 


(b) When a subsidiary’s relationship to Licensee 
changes, so that such company is no longer a subsidiary 
of Licensee, the licenses and rights granted hereunder to 
such subsidiary shall terminate. 


ARTICLE V 
ConsTRUCTION 


The construction and performance of this agreement 
shall be governed by the law of the State of New York. 


In Witness WuHereor, the parties hereto have executed 
these presents and have affixed their seals this day 
of ‘ 


Western Exvecrric Company, [NOCORPORATED 
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APPENDIX 


For the purposes of the Agreement to which this Ap- 
pendix is attached the following terms are defined as 
follows: 


Section 1. "Waves" means ail impulses, 
alternations, or ovuer vsarictions with time 
of electric, m-gnetic, electromegnetic (inciu- 
ding light), scoustic or mecnanical magnitudes 
or combinations thereof. 


Section 2. "Signals" means waves (other 
than modulated waves) which represent sounds, 
pictures or other graphic muterial, scenes, or 
other detectable effects. 


Section 3. "Modulated waves" meins waves of 
which either the amplitude, polarity, frequency, 
phase, or other time relations, or combinations 
tnereof, are varied in accordance with signals. 
Demodulating modulated waves means the produc- 
tion from such modulated waves of the signals 
represented by tne modulated waves. 


Section 4 "Programs" meens a presentation of 
pictures, scenes, news, music, speeches, adver- 
tising, entertainment, or educational matter, or 
com inations of any of them. 


Section 5. To "radiate”® means to propagate 
into space as distinguished from propagating 
into or over conductors or other guiding 
structures. 


Section 6. "Communication” means the trans- 
mission, reception, production, recording or 
reproduction (by waves) of intelligence, informa- 
tion or perceivable effects by electrical, magnetic 
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electromagnetic, acoustic, mechanical, electro- 
mechanical or other means or, without limitation 
of the foregoing, by telephony, telegraphy, 
facsimile, picture transmission or television, 
or actuating, controlling or indicating at a 
distance, or any combination of any of the fore- 
going. 


Section 7. "Radio communication system" meanst¢ 
(4) one or more radio transmission systems; or 

(11) one or more radio reception systems, or 
(411) one or more systems for radio relaying; or 


(iv) any snd all compinations of (1), (11), 
and (111); 


but the term does not mean nor does it include a 
radio broadcast system or a radio indication systen. 





Section 8. "Radio trunsmission system" means any 
aggregate of instrumentalities of a design primarily 
adapted to produce waves, operate on sucn waves to 
produce modulated electromagnetic waves and radiate 
suci: electromagnetic modulated waves; and, if pro- 
vided therewitn, such aggregate includes auxiliary 
apparatus lozally associated tnerewith and involved 
in performing such functions; and tne term also 
m@ans any such aggregate in wiicn the radiated waves 
may include modulated waves, unmoduiated waves, or 
bothsy but the term does not mean nor does it include 
a switchiing systen, 


Section 9. "Radio reception system" means any 
aggregate of instrumentalities of a design primarily 
adapted to receive radiited electromagnetic waves, 
modulated, unmodul:ted, or both, and to demodulate 
such modulated waves; and, if provided therewith, 
such aggregate includes auxiltary apparatus locally 
associated therewith and involved in performing such 
functionss but the term coes not mean nor does it 
include a switchin; system. 


Section 10. "System for radio relaying" means 
any aggregate of instrumentalities of a design 
primsrily adapted to receive radiated electromagnetic 
waves, modulated, unmoduluted, or both, and at the 
point of such reception to radiate the sforesaid 
received electromagnetic waves or other waves 
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representetive of such received --awes; nd, if 
provided tierewith, suc:: aggregate includes 
auxiliary apparatus locally associ:ted tiierewith 
and involved in performing sucn functions. 


Section 11. “Radio broadcast system” mecns (a) «& 
radio br>..decst transmission system; or (b) a radio 
yrordcast reception system; or (c) any combination 
of (a) mc (b)3 but the term does not mean nor does 
it inciude a systen for redio relaying. 


fection 12. "Radio broadcast transmission system" 
mesns 2 redio transmission system of « desirn 
primarily «dapted for substantially non- directive 
radi:.tion of waves (1.e., to the public in an area or 
aress) representing programs. 


Section 12. “Radio Srordesst reception system" 
wenns a racio reception system of « design prinarily 
ad:.pted for the reception of waves representing 
prorrams redi-tec hy - radio broadcast transmission 
systen. 


Cection 14. "Padio iniication system" means 


(4) any agzresate of instrumentalities of a 
design primarily adcpted for reccivinz and 
converting raciated electrom:gnetic waves, 
or reflected or identifying waves, or any 
combinations of such waves, from distant 
objects, into indications or éata for 
determining distance, position, direction, 
speed of aovement, iden*ificution, or 
weatner comitions, or any combinations 
thereof; and such aggregate includes 
instrumen‘alities of a design orimarily 
adaoted for procucing and radiating 
electromignetic waves that initiate such 
réflected or identifying waves, or both; or 


(44) the comvinetion of the aggregate specified 
in (4) with instrumentalities of a design 
primarily adepted to utilize such indications 
or data fur directing, oosttioning, actuating 
or controlling objects; 


and, if provided therewith, such aggregate or combina- 
tion includes analog «nd digital computers and other 
auxiliary apparatus locally associated therewith and 
involved in the control or performance of tha functions 
thereof; but the term does not mean nor does it include 
any radio communication systen. 
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Section 15. "Commmnieation line” means one 
or more wires, or other elongated wave conductors 
or other guiding structures, whetlier or not built 
inte a eable fo end, if supplied therewith, 
incluiing insulation, sheaths or other u-terials 
for such wires, conductors or structures. 


tection 16. "Wire telegraph system” se:ns any 
instrumentalities of a design prim rily cdepted for 
transmission of telegrapt code signals (such as tie 
Morse Code), over 2 commmication line; and may also 
include we Nt appsratus involved in performing 
tne functions thereof and lecally cssoci+ted 
tr.erewiths but the term does not gern nor does it 
include tne sforesaid communication line. 


Section 17. "Switehing system” mesns any 
eggregate of instrument:lities consti tating one or 
more switching cunters (such as central offices, 
private branci. exchenges or simil r centers), of a 
design prim:rily .dapted for est«blisaning, lding 
amd relezsing circuits ower wiich commmnication 
is effocted. 


Seetion 18. "Uniervutor systea”™ me.ns eny 
aggregate of instrumentalities of a design prinm-rily 
rdavee? Yor tue exissiom, c.:e reception, or the 
eaission .nd receotion, of coupressional waves 

rovc gated tireougn »wuter for 


(1) coumuniestion throug waters or 
(144) davtermin tion of the vcepth of w.ter; or 
(111) determin tion oF the distance, position, 
azimuth, presence, ssecd of novement, or 
duentificstion of objeets in .ater; or 


(ty) erforming euy ind all cominitions of 
4) to (111), inclusive} 


snd, if prowiced trcrewith, suc. agarcy.te includes 
tre Auxiliery ‘oper tus locally issoci.yted witn and 
invdlwed in the operstion of such aggregate. 


Section 19. "Distance etuction, control snd 
indjiertion system" nesns any asvregete of instrunmen- 
talities w.ereby «ction oriziniting <-t one place 
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causes or con.rols sefion at another pl: ce, or 
whereby an inifestion is produced «t one pl ce 
corresponiing in some respect to « phenomenon eat 
another plice, such instrument.lities being limited 
to instrument.lities of a design primsrily adapted 
for lecaticn «t ome or tie other of sui? plscesyz 

md, if provided therewith, includes tne auxiliary 
-poaratus (inclucing instrum:ntalities for 

productng code pulses recuired for effecting distanee 
\ectustion, control or indicstion) locally essociated 
therewith und involved in performing the functions 
thereefy but tne term cocs not mean nor does it 
include any systex of += design adapted for the 
tr«ns@issicn or recedtion of intelligence by telephony, 
telezraphy, facsimile, victure transmission, 
television or rwlid iniic.tion. 
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BENDIX AVIATION CORPORATION 
30 Rockefeller Plaza 
New York, N. Y. 


September , 1957 


Western Electric Company, Incorporated 
195 Broadway 
New York 7, New York. 


Gentlemen: 


In consideration of One Dollar ($1.00) and other 
good and valuable consideration, the receipt of which is 
hereby acknowledged, Bendix Aviation Corporation, a Delaware 
corporation (hereinafter called "Bendix") hereby grants to 
Western Electric Company, Incorporated, a New York corpora- 
tion (hereinafter called "Western") and to American Telephone 
and Telegraph Company, a New York corporation (hereinafter 
called "American'), severally, irrevocable options to acquire, 
under any one or more of Bendix's patents, as hereinafter 
defined, non-exclusive licenses for any or all of the follow- 
ing equipments, as hereinefter defined, and for any or all 
combinations of such equipments: 


(1) radio communication systems; 
(2) wire systems; 

(3) switching systems; 

(4) station systems; and 

(5) carrier current systems. 


Western or American may exercise any of such 
options at any time and from time to time while any of 
Bendix's patents remains in force by written notice ad- 
dressed to Bendix specifying the option or options exer- 
cised. Such notice shall automatically confer upon 
Western or American, as the case may be, licenses under 
any or all of Bendix's patents in accordance with the option 
or options exercised. Such licenses shall be upon_reasonable 
terms and royalty rates, but in no event shall the royalty 
rate exceed two per cent (2%). Such licenses shall, if so 
specified in said notice, be effective as of the date of 
giving of such notice, or as of any date indicated therein, 
whether or not such terms and rates are determined prior 
to or subsequent to the date of giving of such notice and 
the resulting vesting of such licenses. 
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The grant of each license acquired by Western or 
American upon the exercise of any of such options shall in- 
clude the right to grant sublicenses to their respective 
associated companies. 


"Bendix's patents" means all patents issued at 
any time in the United States for inventions made during 
the period between December 31, 1959 and July 1, 1962 and 
owned or controlled at any time during said period by 
Bendix, or any of its subsidiaries, and any other inventions 
made prior to the termination of said period, with respect 
to which and to the extent to which any such company shall 
at any time during said period have the right to grant the 
licenses and rights which are herein granted by Bendix. 


A "subsidiary" is a company the majority of whose 
stock entitled to vote for election of directors is now or 
hereafter controlled by the parent company either directly 
or indirectly, but any Such company shall be deemed to be 
a subsidiary only so long as such control exists. 


"Associated companies of Western" are subsidiaries 
of Western, 


“Associated companies of American" are companies 
in the United States which are now parties to patent license 
and service contracts with American relating to the furnish- 
ing by them of public communication service by telephone in 
the United States or between the United States and other 
countries, the respective subsidiaries of each such company 
and subsidiaries of American other than Western and its 
Subsidiaries. "Public communication service" means communi- 
cation service furnished to the public (including service 
limited to a particular customer or class of customers) for 
compensation, 


The following terms are defined as follows:- 


1. "Waves" means all impulses, alternations or other 
variations with time, of electric, magnetic, electro- 
magnetic (including light), acoustic or mechanical magni- 
tudes or combinations thereof. 


2. “Signals" means waves (other than modulated waves) 
which represent sounds, pictures or other graphic material, 
scenes, or other detectable effects. 


3. “Modulated waves" means waves of which either the 
amplitude, polarity, frequency, phase, or other time rela- 
tions, or combinations thereof, are varied in accordance 
with signals. Demodulating modulated waves means the 
production from such modulated waves of the signals 
represented by the modulated waves, 
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4. "Program" means a presentation of pictures, scenes, 
news, music, speeches, advertising, entertainment, or 
educational matter, or combinations of any of them. 


‘5. To "radiate" means to propagate into space as dis- 
tinguished from propagating into or over conductors or 
other guiding structures. 


6, "Communication" means the transmission, reception, 
production, recording or reproduction (by waves) of in- 
telligence, information or perceivable effects by electricai, 
magnetic, electromagnetic, acoustic, mechanical, electro- 
mechanical or other means or, without limitation of the fore- 
going, by telephony, telegraphy, facsimile, picture trans- 
mission or television, or actuating, controlling or indicating 
at a distance, or any combination of any of the foregoing. 


7. "Radio communication system" means: 


(1) one of more radio transmission systems; 
or 


(11) one or more radio reception systems;or 


(111) one or more systems for radio relaying; 
or 


(iv) any and all combinations of (i), (11) 
and (111); 


but the term does not mean nor does it include a radio 
broadcast system or a radio indication system, 


8. “Radio transmission system" means any aggregate of 
instrumentalities of a design primarily adapted to pro- 
duce waves, operate on such waves to produce modulated 
electromagnetic waves and radiate such electromagnetic 
modulated waves; and, if provided therewith, such aggre- 
gate includes auxiliary apparatus locally associated 
therewith and involved in performing such functions; and 
the term also means any such aggregate in which the 
radiated waves may include modulated waves, unmodulated 
waves, or both; but the term does not mean nor does it 
include a switching system. 


9.. “Radio reception system" means any aggregate of 
instrumentalities of a design primarily adapted to receive 
radiated electromagnetic waves, modulated, unmodulated, 
or both, and to demodulate such modulated waves; and, if 
provided therewith, such aggregate includes auxiliary 
apparatus locally associated therewith and involved in 
performing such functions; but the term does not mean nor 
does it include a switching system, 


-3- 
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10. “System for radio relaying" means any aggregate of 
instrumentalities of a design primarily adapted to receive 
radiated electromagnetic waves, modulated, unmodulated, or 
both, and at the point of such reception to radiate the 
aforesaid received electromagnetic waves or other waves 
representative of such received waves; and, if provided 
therewith, such aggregate includes auxiliary apparatus 
locally associated therewith and involved in performing 
such functions, 


ll. “Radio broadcast system" means (a) a radio broad- 
cast transmission system; or (b) a radio broadcast recep- 
tion system; or (c) any combination of (a) and (b); but 
the term does not mean nor does it include a system for 
radio relaying. 


12. "Radio broadcast transmission system" means a 
radio transmission system of a design primarily adapted 
for substantially non-directive radiation of waves (1.e., 
to the public in an area or areas) representing programs, 


13. "Radio broadcast reception system" means a radio 
reception system of a design primarily adapted for the 
reception of waves representing programs radiated by a 
radio broadcast transmission system, 


14, "Radio indication system" means 


(1) any aggregate of instrumentalities of 
a design primarily adapted for receiving 
and converting radiated electromagnetic 
waves, or reflected or identifying 
waves, or any combinations of such 
waves, from distant objects, into in- 
dications or data for determining dis- 
tance, position, direction, speed of 
movement, identification, or weather 
conditions, or any combinations thereof; 
and such aggregate includes instrumental- 
ities of a design primarily adapted for 
producing and radiating electromagnetic 
waves that initiate such reflected or 
identifying waves, or both; or 


(11) the combination of the aggregate spec- 
ified in (1) with instrumentalities of 
a design primarily adapted to utilize 
such indications or data for directing, 
positioning, actuating or controlling 
objects; 


and, if provided therewith, such aggregate or combination 
includes analog and digital computers and other auxiliary 
apparatus locally associated therewith and involved in 
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the control or performance of the functions thereof; but 
the term does not mean nor does it include any radio 
communication system. 


15. "Station system" means any aggregate of instru- 
mentalities of a design primarily adapted for (a) con- 
verting sounds, pictures or other graphic material, scenes 
or other detectable effects, into signals or (b) producing 
sounds, representations of pictures or other graphic 
material, scenes or other detectable effects, from signals 
of the type specified in (a), or (c) performing any com- 
bination of (a) and (b), such aggregates being of the types 
provided at a subscriber's or other user's station for 
communication service or of the types provided for use by 
personnel engaged in the construction, maintenance or 
operation of plant furnishing communication service; if 
provided therewith, such aggregates include (d) wiring, 
Signaling, amplifying and switching equipment, or any 
combination of such equipments, locally associated therewith 
and involved in the performance of the functions thereof. 
The term does not mean nor does it include any switching 
system. 





16. “Carrier current system" means 


(a) any aggregate of instrumentalities of a 
design primarily adapted for generating 
waves (other than signals), operating on 
such waves to produce modulated waves and 
preparing said modulated waves for trans- 
mission, either alone or with said 
generated waves, to a communication line; 
or 


(b) any aggregate of instrumentalities of a 
design primarily adapted for receiving 
from a communication line the transmitted 
waves prepared by (a) and for demodulating 
Such waves; or 


(c) any aggregate of instrumentalities of a 
design primarily adapted for receiving 
from a communication line the transmitted 
waves prepared by (a) and delivering said 
waves at increased power to a communication 
line for transmission to an aggregate of 
the type specified in (b) or to another 
es of the type specified in this 

c); or 


(d) any combination of the aggregates spec- 
ified in (a), (b) and (c); 
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if provided therewith, such aggregates include the auxiliary 
apparatus locally associated with and involved in the opera- 
tion of the aggregates; but the term does not mean nor does 

it include any instrumentalities electrically preceding the 
aggregate specified in +3} or electrically succeeding the 
aggregate specified in (b); nor does the term include the 
aforesaid communication line, or mean or include any switching 
system. 


17. “Communication line" means one or more wires, or other 
elongated wave conductors or other guiding structures, whether 
or not built into a cable form, and, if supplied therewith, 
including insulation, sheaths or other materials for such 
wires, conductors or structures. 


18. "Wire system" means any instrumentalities of a 
design primarily adapted for transmitting signals over a 
communication line, and may include, without limitation 
thereof, any or all of the following: repeaters (including 
amplifiers), echo suppressors, equalizers, loading coils, 
transformers, filters and all other instrumentalities 
connected to such communication line for improving or 
controlling the transmission of such signals thereover; 
and may also include auxiliary apparatus involved in per- 
forming the functions thereof and locally associated 
therewith; but the term does not mean nor does it include 
the aforesaid communication line. 


19. "Switching system" means any aggregate of instru- 
mentalities constituting one or more switching centers 
(such as central offices, private branch exchanges or 
Similar centers), of a design primarily adapted for es- 
tablishing, holding and releasing circuits over which 
communication is effected; if provided therewith, such 
instrumentalities include (a) the related signaling, 
supervisory, recording, reproducing and controlling 
equipment, (b) instrumentalities adapted for testing, 
observing and maintaining such centers, (c) message 
registers and instrumentalities for controlli such 
registers, (d) manual switching systems, or les any and 
all combinations of (a), (b), (c) and (d); the aforesaid 
aggregate includes, if supplied therewith, one or more 
measured service systems. The term does not mean nor 
does it include any accounting center system. "Message 
register" means an electromagnetically operated cyclometer. 


20. "Measured service system" means all instrumentali- 
ties of a design primarily adapted for recording message 
charge data, and may include any instrumentalities for 
ascertaining, registering, transmitting or receiving such 


«a 
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data; and, if provided therewith, includes the av«iliary 
apparatus locally associated therewith end involved in 
performirg the functions therecf; but we term does not 
mean nor does it include message regi#t.er* or accounting 
center systems. “Message charge data" mess any infor- 
mation relating to a statement, pill or eccount for 
communication services or relating to th: operation or 
engineering of communication equipment 3:3 ascertained, 
registered, recorded, tra:snitted ov re:elved substan- 


tially during the interval of use of communication 
facilities. 


21. “Accounting center sy"tem" me if \) aggregate of 
instrumentalities of a design primarily «iayted for per- 
forming operations with respect to data -clating to 
charges, assessments, bills or statements concerned with 
the use of a communication service or data relating to 
the operation or engineering of communication equipment ; 
and, if provided therewith, includes the auxiliary 
apparatus locally associated therewith and involved in 
performing the functions thereof, but the term does not 
mean nor does it include any measured service system. 


Your acceptance of the foregoing by signing one 


copy of this letter in the place indicated below and its 


return to us will constitute the above a binding agreement 
between us. 


Very truly yours, 
BENDIX AVIATION CORPORATION 


By 


ce Presiden 
Accepted: 


September , 1957 


WESTERN ELECTRIC COMPANY, INCORPORATED 


By 


aten cense Manager 
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BENDIX AVIATION CORPORATION 
TETERBORO, NEW JERSEY 









\ 
ii) 
liv. Gaius w. werwin, ath fe 
ratent icense aepres Lative yt ot 
est i sctric Co., inc. ae 
10& B 
47? 
wewW 
wud 
Dear r. merwin:s 


4 


T is is in reference to your letter of September 23, 1957 
with which you enclosed five copies cf the revised proposed 
agreement and the option letter. 


Copies of these documents have veen referred to our Facific 
and Radio Vivisions for cousideration and approval by their 


respective vivisional Patent attorneys. 


Il have not as yet received complete responses from the two 
divisions involved, but the Pacific Division has again raised 

the question contained in the postscript of my letter to you 

of August el, 1957 as to wuether Western slectric, a Il « Z or 
bell Labs. have any United States patent (pre-decree or post- 
decree),in the field of ultrasonics adapted for use in ultrasonic 
cleaning and available for licensing. This question was not 


answered in your letter of September 23, 1957 and, therefore, 


<tnbae oan . , mass AA ‘ + on +4 
ciated ii you would now cons.ager this question 
. : : 





it would be appl 





ana fo me an answer LNerervo, ii pOssiviee 
Verv 1 urs 
Very truly yours, 


- 2 ay 
Stephan Lert 
* ofepnen lserstvik 
Patent Counsel 


7 r 
MIiVI en dU 
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BENDIX AVIATION CORPORATION 
TETERBORO, NEW JERSEY 
December 19, 1957 


i. a” 
Mr. Gaius W. Merwin, 
Patent License Representative 
Western Electric Co., Inc. 
Finance Division 
195 Broadway 
New York 7, N. Y. 


Subjects: Proposed Western Electric - Bendix Royalty-Free 
License Agreement Under Western's Pre-Decree 
Patents and Option Letter 


Dear Mr. Merwins 


Further to my letter of October 31, 1957, I have now received 
comments from the Divisional Patent Attorneys of our Pacific and 
Radio Divisions, respectively. 


The proposed agreement and the option letter appear to be satis- 
factory subject to the following minor changes. 


In the option letter, page 1, first paragraph, line l2, the 
colon (:) following the word "equipments" should be changed to 

a comma (,) and the following language added: -- but solely 

for the furnishing of common carrier communications services: --, 
so that the flow back license to Western under Bendix' patents 
will conform to the provisions of Article X(A) and Article II (i) 
of the Consent Decree, 


Also, in the option letter, page 2, second paragraph, line 6, 
the words "prior to the termination of" should be deleted and 
the word -~- during -- substituted in lieu thereof. 


Please revise the option letter accordingly and furnish us five 
copies of the revised pages. We shall then have two copies of 
the agreement and option letter executed on behalf of Bendix and 
return them to you for execution on behalf of Western, 


It will also be appreciated if you could now furnish us an answer 
to the question contained in the postscript of my letter to you 
of August 21, 1957 as to whether Western Electric, A.T.& T. or 
Bell Labs. have any United States patents (pre-decree or post- 
decree) in the field of ultrasonics adapted for use in ultra- 
sonic cleaning and available for licensing. 











2890 CONSENT DECRBE PROGRAM—DEPARTMENT OF JUSTICE 


BENDIX AVIATION CORPORATION 


Mr. Gaius W. Merwin -2- December 19, 1957 


In view of the fact that I will be away from my office from 
December 20, 1957 to January 2, 1958, I take this opportunity 
to extend to you and to Mr. Gosnell my best wisnes for a 
Merry Christmas and a Happy New Year. 


Very truly yours, 


; ~~ & 
Ltephon hepritek 
4 

Stephen Cerstvik 

Patent Counsel 

Eastern Divisions 


SC : LM 


cc. Mr. R. W. Gosnell 
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Mr. Harkins. Mr. Moulton, I wish to go to another subject now, the 
Sylvania case. Do you have the documents relating to that? 

Prior to going into those documents, since A. T. & T. may condition 
both its royalty-free predecree patent licenses and its licenses for post- 
decree patents on the receipt of a grant-back, determination of 
whether to ask for a grant-back from a particular applicant has be- 
come an important function in A. T. & T.’s patent licensing division 
and the Bell Telephone Laboratories, is that not right? 

Mr. Movtrton. I wouldn’t say it has become important since then. 
It. always has been important. 

Mr. Harkins. But it has become particularly important since the 
decree ? 

Mr. Moctton. No. 

Mr. Harkins. No? 

Mr. Moutrton. I don’t think there is any difference. 

Mr. Harkins. Mr. Chairman, at this point I would like to read two 
documents. One is entitled “Grant-baeks” and is dated May 3, 1956: 


Factors which should be taken into account in determining whether we should 
request a grant-back from a prospective licensee. In many instances, it will be 
clear that we need not go beyond the first step or so: 

1. Appraisal of prospective licensee’s present patents by our patent people. 

Also in some cases: (a) Number of patent applications on file. (6b) Average 
number of applications filed per year and whether increasing or decreasing. 

2. General facts regarding size and scope of prospective licensee’s development 
organization, 

(a) Number of people working full time on development and research. 

(b) General scope of development and research. 

(c) General size of development expense budget. 

(d@) Impression as to whether management is development minded. 

3. Review of Dun & Bradstreet financial report to obtain indications as to: 

(a) General size of business. 

(b) Recent growth in assets. 

(c) Normal magnitude of annua! sales. 

(d) Product diversifications. 

(c) Caliber of management. 

4. Having concluded from the foregoing that we will in all probability wish 
to have a grant-back appraisal by Bell Telephone Laboratories’ personnel 
and/or vice president-chief engineer, Western, of prospective licensee’s relative 
inventive potential. 

Were these factors taken into consideration = to the decree in 
determining whether you should ask for a grant-back or not ? 

Mr. Moutrton. Surely. 

Mr. Harkins. Did you have any documents similar to this setting 
forth such procedures ? 

Mr. Movtron. Not that I know of, but these are not peculiar to 
the postdecree era for the reasons I have stated, that in the public 
interest we have always sought grant-backs. 

Mr. Harkins. Yes, but did you have an appraisal by Bell Tele- 
phone Laboratories personnel ? 

Mr. Movtton. Oh, yes, oh yes, of course. 

Mr. Harkins. And that appraisal is needed to make a decision 
of whether you request a grant-back or not ? 

Mr. Mouton. In some instances, it is useful. Let me make it clear 
that we have no legal rights to go into another fellow’s laboratory 
and look at the work before we give him a grant-back. 

It is helpful if they are willing to do it and we reciprocate on 
that. But these are matters which have to be taken into account. 














2892 CONSENT DECRBE PROGRAM—DEPARTMENT OF JUSTICE 


An ap Panes of course, can be an appraisal from afar based on 
knowledge by the Bell Telephone Laboratories, based on knowledge of 
the technical journals, and such other information as they have at 
hand. 

One way of knowing how good a job a research department of an 
outfit is, is to look at the technical journals and see how many of its 
scientists are writing on new technology, so this is not exclusively a 
matter of going and talking with people. 

This is a matter of keeping our eyes and ears open. And that type 
of appraisal is always available. It is important that, we know, be- 
cause in that way we are in the position to be more specific about the 
areas in which we think we need licenses from a particular concern, 
rather than in every instance saying we want a grant-back on every- 
thing. 

Mr. Harkins. Yes! Well as to the appraisal by Bell Laboratories, 
that appraisal is made for the purpose of determining whether or not 
to take a grant-back from an applicant; is it not ¢ 

Mr. Movutron. It also is useful in connection with a cross-licensing 
agreement where you have a shading or elimination of royalties. 

Mr. Harkins. Yes. There are two reasons for it. One is to de- 
termine whether you want.a grant-back in the first instance, and then 
if that determination is made, then how much you are going to shade 
from the royalties from your licensees / 

Mr. Mouton. There may be some places where you know perfectly 
well you want grant-backs. But you want to assess the relative 
values, and so that you really get to the second question right away. 

Mr. Harkins. But the important thing is if you so desire, in order 
for an applicant to get a license, he can be required to give Bell Tele- 
phone Laboratory personnel access to his entire development proce- 
dures; is that right ? 

Mr. Movutron. You are laboring under a misconception, Mr. Har 
kins. 

Mr. Harkins. Why / 

Mr. Moutton. That is not the situation. We have no right to in 
sist on that in any way, shape, or manner. 

Mr. Harkins. You have no right / 

Mr. Mouuron. That is right. 

Mr. Harkins. But you have a right to insist upon a grant-back; 
have you not? 

Mr. Moutron. Yes. We do, and if somebody comes to us and says, 
“T want a license under your patents. Do you want a grantback?” 
and we say, “Well, we would like to study that matter, it would be 
helpful in our determining whether we do or not and what royalty 
rates should be applied to the grantback or how they should be dealt 
with in the shading of the royalties, to have a little more information 
about the areas in which you are doing your research work and your 
potential,” and they say, “No, we won't do it. We insist on our |i 
cense,” we have to give it to them, and we have to take our chances on 
our own grantbacks, and specify the grantbacks, the equipment, and 
negotiate without that information. 

Mr. Harkins. Isthat the way—— 

Mr. Movtron. That is all there is to it. 

Mr. Harkins. Where you do have an analysis by Bell Laboratories, 
it isa comprehensive operation ; is it not ¢ 
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Mr. Movtron. Not particularly, I don’t think. It depends on what 
you do. Sometimes they are more comprehensive than others. 

Mr. Harkins. Mr. Chairman, I would read from a document 
marked “Appendix B, Evaluation of Prospective Licensees’ Present 
and Future Patent Potential.” It is dated April 19, 1956, from 
page 2: 


In order that any such appraisals shall be as definitive as possible, the follow- 
ing topics should be considered by the expert and appropriate questions asked 
and observations made, and to the extent practicable these topics should be 
covered in writing in a report to the patent licensing organization. 


I. NATURE OF RESEARCH AND DEVELOPMENT OR BOTH 


A. Should the work be designated as research in pure science, advanced engi- 
neering development, routine engineering, engineering shop assistance, and any 
appropriate combination of these? 

B. Are the areas of research and development concerned with materials, com- 
ponents, systems, manufacturing machines, tools, or processes? 

C. What are the real or prospective advances in the foregoing categories? 

D. To what extent are we interested in these categories? Are we conducting 
parallel lines of development and research? 


II. SCOPE OF RESEARCH AND DEVELOPMENT 


A. What is the size and caliber of the research and development staff? 

B. Are overall company policies such as to attract good people and give con- 
tinuity to the programs underway? 

C. What is the licensee’s policy on publications of scientific or engineering 
attainments? 

D. What is the nature of the physical facilities, buildings, and equipment, 
available for the programs? 

E. What is the expenditure related to sales and are the programs supported 
by the licensee or by the Government? 


Ill. INVENTIVE POTENTIAL 


A. What broad conclusions can be drawn as to the probability of important in- 
vention resulting from research and development work? 

B. In this connection if it turns out that we could not negotiate royalty-free 
licenses for ourselves, we might not wish to accept licenses for broad systems, 
such as switching, carrier, radio, etc., and instead of limiting the licenses to 
us to basic components in order to restrict the size of the royalty base upon which 
we would be committed to pay. What component categories, therefore, i. e., 
semiconductors, etc., would most likely be affected by the applicant's development 
und research? 

C. Would you characterize the personnel as aggressively interested in invent- 
ing or is invention regarded as secondary to personal scientific or engineering 
accomplishment ? 

D. What is the patent procurement policy—is there an adequate staff and are 
filings made on all inventions or selected ones and how selected ? 


(The documents referred to are as follows:) 


GRANTBACKS 


Factors which should be taken into account in determining whether we should 
request a grantback from a prospective licensee. In many instances, it will be 
clear that we need not go beyond the first step or so: 

*1. Appraisal of prospective licensee’s present patents by our patent people. 

Also in some Cases: 

(a) Number of patent applications on file. 

(b) Average number of applications filed per year and whether increas- 
ing or decreasing. 

. General facts regarding size and scope of prospective licensee's develop- 
ment organization. 


**) 








*These items will usually be obtained during discussions with the licensee’s people 
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(a) Number of people working full time on development and research. 
(b) General scope of development and research. 
(c) General size of development expense budget. 
(d) Impression as to whether management is development minded. 
3. Review of Dun & Bradstreet financial report to obtain indications as to: 
(a) General size of business. 
(b) Recent growth in assets. 
(c) Normal magnitude of annual sales. 
(d) Product diversification. 
(e) Caliber of management. 

4. Having concluded from the foregoing that we will in all probability wish to 
have a grantback, appraisal by Bell Telephone Laboratories’ personel and/or 
vice president-chief engineer, Western, of prospective licensee’s relative inventive 
potential. 

5/3/56. 

APPENDIX B 


DRAFT—EVALUATION OF PROSPECTIVE LICENSEES’ PRESENT AND FUTURE PATENT 
POTENTIAL 


In order to negotiate cross-license agreements it will be necessary, in addi- 
tion to evaluating our own future patent position, to appraise a prospective li- 
censee’s present patents and his potential for acquiring important future 
inventions. 

Studies of a prospective licensee’s present and future patent position has two 
more or less complementary uses: It will serve to determine what shading of 
royalty rates is indicated and will enable us to appraise the reasonableness of 
royalty rates which the prospective licensee quotes to us. (Under the decree 
royalty may be adjusted or eliminated to reflect a bona fide estimate of the 
values of the licenses exchanged, but the applicant may insist upon establishing 
reasonable royalty rates for each license.) Assuming the reasonableness of the 
royalty level which we will establish, the problem of shading rates in cross- 
license agreements is that of avoiding discrimination. Therefore, any shaded 
rates which we quote must be based upon a realistic and documented appraisal 
of the value of the licenses to us. These notes suggest the factors which should 
be considered by the expert or experts who may appraise a given situation. 

There is a great deal of material available on determining the economic value 
of any given patented invention, and our patent attorneys and engineers can 
make a determination in any given case. This assumes, of course, that we wish 
to use the invention and that the legal defenses available to us may not be 
relied upon sufficiently to avoid infringement. Even though we have no present 
intention of using the patented invention, some value can be assigned to the 
probability of using it in the future. In the event it is clear that we will not use 
the invention, some credit can be given it based on the extent the invention cuts 
across our flelds of interest. 

A second broad area of appraisal, in addition to the issued patents of the 
licensee, is that if his research and development work and its potential to give 
rise to important future inventions. Generally, this appraisal will be requested 
of both the laboratories and of Western’s vice president-chief engineer. The 
patent licensing people will establish the necessary contacts between the licensee 
and our experts. 

In order that any such appraisals shall be as definitive as possible, the follow- 
ing topics should be considered by the expert and appropriate questions asked 
and observations made, and to the extent practicable these topics should be cov- 
ered in writing in a report to the patent licensing organization. 


I. NATURE OF RESEARCH AND DEVELOPMENT OR BOTH 


A. Should the work be designated as research in pure science, advanced engi- 
neering development, routine engineering, engineering shop assistance, and any 
appropriate combination of these? 

B. Are the areas of research and development concerned with materials, com- 
ponents, systems, manufacturing machines, tools, or processes ? 

C. What are the real or prospective advances in the foregoing categories? 

D. To what extent are we interested in these categories? Are we conducting 
parallel lines of development and research ? 
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II. SCOPE OF RESEARCH AND DEVELOPMENT 


A. What is the size and caliber of the research and development staff? 

B. Are overall company policies such as to attract good people and give con- 
tinuity to the programs under way? 

C. What is the licensee’s policy on publications of scientific or engineering 
attainments? 

D. What is the nature of the physical facilities, buildings, and equipment 
available for the programs? 

E. What is the expenditure related to sales and are the programs supported 
by the licensee or by the Government ? 


III. INVENTIVE POTENTIAL 


A. What broad conclusions can be drawn as to the probability of important 
invention resulting from research and development work? 

B. In this connection, if it turns out that we could not negotiate royalty-free 
licenses for ourselves, we might not wish to accept licenses for broad systems, 
such as switching, carrier, radio, etc., and instead of limiting the licenses to us 
to basic components in order to restrict the size of the royalty base upon which 
we would be committed to pay. What component categories, therefore, i. e., 
semiconductors, etc., would most likely be affected by the applicant’s develop- 
ment and research? 

C. Would you characterize the personnel as aggressively interested in invent- 
ing or is invention regarded as secondary to personal scientific or engineering 
accomplishment ? 

ID. What is the patent procurement policy—is there an adequate staff and are 
filings made on all inventions or selected ones and how selected ? 

4/19/56. 





Now, does this document describe the typical Bell Laboratory anal- 
ysis / 

Mr. Moutton. I suppose insofar as there is information available, 
that is information which is useful. I think it is an excellent docu- 
ment. I think it is a well thought through checklist of things which 
are important to know in connection w ith the whole problem of cross- 
licensing agreements or the whole problem of taking any license on 
futures from any other outfit. 

Mr. Harkins. Mr. Moulton, wherever the Bell analysis is made, the 
analysis goes to the disclosure of all the research and development 
operations of the applicant for a patent license that he has undertaken, 
whether or not such operations are related to equipments useful and 
furnished to the common carrier communications service ; is that not so? 

Mr. Movuron. The difficulty I have with that is that patents are on 
inventions, ideas, and an invention may be made in research in an 
area which does not look like the common carrier communications area. 

On the other hand, that invention may be of great use to us in ad- 

vancing the art in the common carrier communications service area, 
so that if you are going to do a really thorough job, you want to know 
yretty much what the inventive potential is as related to our own 
Seiatiinet, 
Mr. Harkins. And you are interested in this appraisal and the ip- 
ventive potential of the applicant in all fields in which the applicant 
is interested, not in just fields related to common carrier communica- 
tions ¢ 

Mr. Movutron. I wouldn't say in all fields. If they are making shoes, 
I don’t suppose we'd be interested. 

Mr. Harkins. However, under the procedures you do get informa- 
tion concerning all of it; isthat not so? 


26086 O—58—pt. 2, vol. 2 33 
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Mr. Moutron. I don’t know that we do or not. I think that you 
have to temper these short phrases with judgment, and I am sure that 
the people who do it have that judgment, because they are very skilled 
in this. 

Mr. Harkins. Am I correct, you testified that the appraisal of the 
applicant’s patent potential by Bell Laboratories is not a condition 
upon which a grant of a license in the first instance is based ? 

Mr. Mouton. That is my view. 

Mr. Harkins. That is your view / 

Mr. Movutton. And Iam sure it is the fact. 

Mr. Harkins. Turning to the Sylvania case, on February 14, 1956, 
representatives of Sylvania Electric Products discussed the consent 
decree with Messrs. Gosnell and Merwin, and its effect on a proposed 
cross-license agreement between Sylvania and Western; did they not / 

Mr. Mouton. As you see from these papers, we were deluged with 
people wanting to discuss the decree with us within a week or two 
after it was entered. 

Mr. Harkins During the discussion did Sylvania indicate that they 
would like to have a royalty-free license on predecree patents from 
A. T. & T. in order that Sylvania could terminate the license agree- 
ment with RCA and then negotiate lower royalty rights for RCA 
patents alone ? 

Mr. Movutton. That is what they said, apparently. 

Mr. Harkins. And in these discussions, A. T. & T. representatives 
pointed out that under the decree an applicant for a license for pre- 
decree patents must give to A. T. & T. licenses under both their exist- 
ing and future patents; is that not so? 

Mr. Movtron. That is correct. 

Mr. Harkins. On March 30, 1956, Sylvania formally requested a 
royalty-free license under all Bell System patents required to be 
licensed under the consent decree; is that not so? 

Mr. Moutron. I have a letter which appears to be*a reasonably 
formal letter from the secretary and general counsel specifying the 
decree and the types of equipments they want licenses on. 

Mr. Harkins. Do they say, “Sylvania requests a royalty-free 
license under all Bell System patents under which Western Electric 
and A. T. & T. are required to grant suc h license to any applicant for 
the unexpired terms of patents involved” 

Mr. Movtron. Yes. 

Mr. Harkins. And they listed some equipment ? 

Mr. Movutron. Yes. 

Mr. Harkins. On April 6, Mr. Merwin requested Mr. N.S. Ewing 
to ascertain whether Sylvania had any patents of interest to the Bell 
System for grantback purposes; is that not so? 

Mr. Movtton. Yes. Healsosaid: 

We will take up the question of the value of their inventive potential with the 
Bell Teiephone Laboratories. 

Mr. Harkins. Yes. Mr. Ewing has been identified in the record; 
has he not / 

Mr. Mouton. No, but I can identify. He is general patent attorney 
for Western Electric Co. 
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Mr. Harkins. On April 6, Mr. Merwin also advised Mr. Ewing that 
he had taken up the question of the value of Sylvania’s inventive po- 
tential with the Bell Laboratories; is that right ? 

Mr. Moutron. I read that. 

Mr. Harkins. “Would take up,” the question. 

On April 6, 1956, Mr. Gosnell, in a letter to Mr. A. L. B. Richardson, 
secretary and general counsel of Sylvania Electric Products, acknow!l- 
edged Sylvania’s request and advised that A. T. & T. was contem- 
plating asking for licenses and for various specified systems and equip- 
ment under Sylvania’s present and future patents; is that not so? That 
is the April 6 letter from Gosnell to Richardson, the last sentence. 

Mr. Moutron (reading) : 

In accordance with this provision, we contemplate requesting license for 
various specified systems and equipments under Sylvania’s present and future 
patents. 

Mr. Harkins. On April 18, did not Messrs. Hultquist and Mealon 
of Sylvania call on Mr. Gosnell and Mr. Merwin to see what specified 
equipments Western was interested in requesting from Sylvania? That 
is the document dated April 19, Sylvania Electric Products. 

Mr. Movtron. Itisa bite document. Iam looking at it. 

Mr. Harkins. It is all in the second paragraph. 

Mr. Mouton. Shall we read the second paragraph ? 

Mr. Harkins. Mr. Chairman, I will rendthie second paragraph. 

While the Sylvania request for a license related only to existing patents, Mr. 
Gosnell inquired whether Sylvania would not also wish a license under our future 
patents and then on such a basis a cross license might be worked out covering 
both present and future patents both ways. 

Mr. Hultquist stated that Sylvania had not decided whether to ask for a 
license under future patents at this time but pointed out that in our recent letter 
we had stated that we desired licenses under both present and future patents 
for specified equipments and asked just what we had in mind. Mr. Gosnell 
informed him that until we know more about Sylvania’s research we are not 
in a position to list the equipments for which we desire licenses under their 
patents. In order to know more about their research it would seem desir- 
able to have our top-level Bell Laboratories people make an appraisal of 
Sylvania’s research, and after some discussion it was agreed that Mr. Hultquist 
would discuss such an appraisal with Dr. Ellison who reports to Mr. Howard 
Richardson, vice president of engineering and research. Mr. Hultquist agreed 
to see what arrangements could be made for a visit to Dr. Ellison and will 
get in touch with Mr. Gosnell on the matter. 

Now, Mr. Moulton, isn’t this the situation? You had asked or 
Western had asked for licenses for present and future patents on speci- 
fied equipments, that they may wish to ask for licenses on specified 
equipments. and then Sylvania’s representatives asked you which 
equipments you were specifying, and the Western representatives 
stated they were not in a position to specify any; that they must have 
an analysis done by the Bell Laboratories. 

Mr. Mouton. They did not say that “they must have.” They said 
it would seem desirable. 

Mr. Harkins. It would seem desirable. 

Mr. Movtrton. That is right. 
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Mr. Harkins. On May 4, 1956, Mr. Ewing wrote to Mr. B. H. 
Jackson with respect to studies of Sylvania Electric Products patent 
potential ; is that not so? 

Mr. Movtton. Well, he wrote a memorandum to Jackson. I am 
trying to read it. 

Mr. Harkins. Whois Mr. Jackson / 

Mr. Movtron. I think Mr. Jackson is associate general patent at- 
torney for Bell Telephone Laboratories. Now, let me confirm that. 

Mr. Harkins. He wrote to Mr. Jackson in Bell Laboratories; is 
that right ? 

Mr. Mouton. I am right, from memory. 

Mr. Harkins. Now, according to this—it would be simpler, I think, 
to read it at this time. Mr. Chairman, I will read this letter: 

Sylvania Electric Products, Inc., having applied for licenses under Bell Sys- 
tem patents pursuant to the final judgment, we need to determine whether to 
require grantback licenses under Sylvania’s patents. 

An impending study of Sylvania’s research and development activities and 
invention potential may or may not lead to the conclusion that it is important 
to us to have grantback licenses under Sylvania’s patents. The purpose of 
this memorandum is to request that a study be made to determine promptly 
whether any patents of Sylvania are of such outstanding significance, with 
respect to equipment and operations now in use or under development in the 
Bell System, as, of themselves, to make a grantback important to us. 

We would like to have information in the latter regard by the 21st of May 

If, as a result of either of the above-mentioned studies, it is determined that 
we should seek to negotiate grantback licenses, and if, further, Sylvania’s con 
ception of reasonable terms makes it evident that an agreement can be negotiated, 
we may need to ask you for an appraisal of all of Sylvania’s patents in order 
that we may estimate more closely the proper specific terms. 

Enclosed are lists of patents furnished by Sylvania relating to the semi- 
conductor and electronic-tube fields, respectively. It is possible that some of 
Sylvania’s patents in other fields may be of interest, although it is likely that 
our principal interest in their patents will be in these fields. 


So this letter shows, does it not, that there were two studies; one 
study underway on Sylvania, another one requested on an expedited 
basis in this letter, and an indication that a third one may be re- 
quested in the future. 

Mr. Movutton. There was a study of certain specified patents of 
Sylvania, and there was a reference to an impending nale of Syl- 
yvania’s research and development activities and invention potential, 
all of which are perfectly proper and necessary in order to arrive 
at an intelligent conclusion on the issue before us. 
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Then there also was reference to the fact that it might be important 
to have an exhaustive study of Sylvania’s patents. This is informa- 
tion you have got to get in order. to act intelligently. 

Mr. Harkins. Yes. Well, I understand that the Bell Laboratories 
do make an appraisal. What I am driving at now: Is it necessary 
for an applicant to subject himself to an “appraisal by Bell Tele- 
phone Laboratories as a condition of getting a license? 

Mr. Moutton. No; as I said when we started out this discussion, it 
isnot. Ifthey say “No,” that is the end of it. 

Mr. Harkins. If they say “No”— 

Mr. Movuron. In most instances, it is in their interests, because then 
they are in a position where they can get, quickly, the ‘values which 
their potential indicates, either m terms of royalties or the shading 
of rates in a royalty exchange, in a cross-licensing agreement. 

In end result, this turned out to give Sylvania patents under all 
our present and future—I mean licenses under our present and future 
patents for semiconductor devices, radio and television apparatus, 
electronic tubes, and lighting equipment royalty free in return for 
royalty-free grant to us covering common-carrier communications ap- 
paratus and radio communications systems. 

They got a good deal out of this. They got all our future patents 
in the area in which they are interested, because it developed that they 
did have a substantial inventive potential. This is not something 
we insisted on. This is something which really was to their interest 
and was the intelligent way to approach a pr oblem of judgment. 

Mr. Harxrns. Now, if they said “No” to the appraisal— 

Mr. Moctron. Yes. 

Mr. Harkins. Of Bell Laboratories, how would you determine 
whether to ask for a grantback or not? 

Mr. Moviron. The simplest way in the world is to ask for a grant- 
back on everything. We are not inhibited, and we can just specify 
equipments ad nauseam. 
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(The Sylvania documents are as follows:) 


ae 6 
AN ORES pap 


/) 

wa 
hn feo - 
February 15, 1956 


SXLVANIA ELECTRIC PRODUCTS, DNC. 
MEMORANDUM 


Mr. J. A. Hultquist and Mr. E, J. Mealon, patent 
attorneys for Sylvania Electric Products, Inc., visited 
us on February 14th for a discussion of the Consent Decree 
and its effect on the proposed cross license agreement with 
Messrs. Gosnell and Merwin. 


Mr. Hultcuist had interpreted the Consent Decree 
on the basis that we had to give them a royalty-free 
license under our patents provided they gave us rights 
under their present patents on reasonable terms. We 

“pointed out that this was not correct as under the Decree 
an applicant for a license under our patents must extend 
us licenses under both their existing «nd future patents 
on reasonable terms. 


In a discussion of a license for transistors we 
pointed out that the provision of technical information 
under the Decree did not include any Bell Telephone Labora- 
tories’ information but only technical information relating 
to equipment manufactured by Western for lease or sale to 
the Bell Companies and that the "manufacturing drawings 
and specificetions of the materials and parts” did not 
include technical information on the processing of the 
materials used in transistors. Mr. Hultcuist did not agree 
with our understanding 4s to processing of materials. 

He also told us that under the Decree he thought we could 
no longer include our "legend" in the transistor agreement 
as it would be a restriction on sales of transistors. We 
told him that we disagreed with him on this point -nd that 
we expect to continue the legend in the transistor agree- 
ment. a——— 


—_——<—— 


There was some discussion as to whether Sylvania 
should make an application to us for licenses under our 
patents on a written or an oral basis. In view of the fact 
that Sylvanie plans ‘o terminate their licensing arrange- 
ment with RCA and will inform RCA that they have «pplied 
for royalty-free licenses under Bell System patents, they_ 
ao lower royalty rates for RCA patents slone,. 

r. Rultguist told us that in the near future they vould 
make written application to us for certain licenses under 
our petents. He had originally planned to apply to us for 
a license for the whole electronic field but after some 
discussion of the matter will ask for licenses for specific 
types of equipment. 
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While Sylvania may «ant licenses under our 
patents for several types of eculpment, Mr. Hultcuist 
told us that they would like to discuss the possibility 
of a 10-year agreement covering semiconductors on a 
royalty-free basis both wiys. We told Mr. Hultquist that 
we were not in a position to discuss any terms at this time 
but that we did not see how such 2 proposal could be acceptable 
in view of the fact that Sylvania doubtless needs a number 
of our present patents as well as ‘ome of our future patents 
soon to issue and we mentioned particularly a patent covering 
zone refining and patents on diffused base transistors. 
We on the other hand ‘mow of no Sylvania vatents of in- 
terest to us. 


As the Sylvania neople would like *o have e 
complete list of our patents, we told them that cuch a 
list is in preparation in accordance with Section XI of 
the Consent Decree and that we will forward them a copy 
as soon as it is available. 


WY 


AIUS W. MERWIN 
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SYLVANIA ELECTRIC PRODUCTS INC. 
1740 BROADWAY 


New Yors 19, N. Y. 


atuve L.B. Ricuarpsor 
seCREtARy ww) GaN ERAi CouwSEL Merch 930, 1956 


Western Electric Company, Inc. 


120 Broadway & be) 

New York 5, New York Bene - Hale 
Attention: Mr. R. W. Gosnell 

Gentlemen: 


Pursuant to the provisions of Section X of the 
Final Judgment in United States v. Western Electric Company, 
Incorporsted, and American Telephone and Telegraph Company, 
Civil Action No. 17-9 dated January 2k, 1956, Sylvania re- 
quests a royalty-free license under all Bell System patents 
under which Western Electric Company and American Telephone 
and Telegraph Company ere required to grant such license to 
any applicant, for the unexpired terms of patents involved. 
For your information, at present we desire to exercise rights 
under such license in the manufeeture, use and sale of various 
equipment, including without limitation, semi-conductor equip- 
ment such as transistors, photo transistors, diodes, photo 
diodes and associated circuitry; electronic equipment such 
as radio end television apparatus, facsimile, radio direction 
and ranging apparatus; ‘electronic tubes such as diodes, mlti- 
element tubes, klystrons, magnetrons, traveling wave tubes, 
cathode ray tutes and associcted circuitry; lighting equipment 
and particularly combined light and sound controlling fixtures 
and switch board lamps; and computing apparatus, 


In addition, Sylvania requests a royalty-free grant 
of immunity under all foreign analogues to the United States 
patents under which license is granted, as provided in 
Section X, paragraph 3 of the said Judgment. 


We will appreciate it if you will acknowledge this 
request and submit documents embodying the requested license 
at your earliest convenience. If you desire, Mr. Bultquist 
and Mr. Nealon, who have discussed this mbject with you pre- 


Cy = 


“~ 
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SYLVANIA ELECTRIC PRODUCTS INC. 


Western Electric Company, Inc. - Page 2. March 30, 1956 


viously, will be pleased to meet with you at a mutually con- 
venient time for a further discussion of the matter. 


Very truly yours, 


CD Rakim 
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Attached is & copy of a letter from Sylvanis 
Electric Products Inc. of March 20, 1856, requesting 


47 
¢ 


April 2, ivté 


@ royalty-free license ,ursuant to the Consent Decree. 


This letter will be acknowledged 
that we shall also desire licenses and wi 


fy 


stating 
confira 


the time end place of s aeeting with thelr representa- 


tives. 


Above memorandum to Nr. 


Copies to 


Mr. 
Mr. 
Mr. 


Mr. 
Mr. 


Q. 
Ae 
E. 
H. 


i. 
a. 


Best 
Goetze 
Leckwood 
whitfield 


Anderson 
Ewing 


KR. d. 
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CHa 


ye" fia? 
Y 


April 6, 1956 


MR. MH. S. EWING 


Sylvania Electric Products, ine. has requested 
e license under our patents pursuant to the Pinal 
Judgment of an 24, 1956. Will you please let 
us know whether By vania has any patents which are 
of interest to the Bell System and under which ve 
should obtain a grant back. Ve will take up the 

| question of the value of their inventive potential with 
the Bell Telephone Laboratories, 


Gi... a 
GWM: jp GAIUS W. MERWIN 
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April 6, 1956 


MR, A. Le B. RECHARDGON, Secretary & General Counsel 
Sylvania Electric Products, Inc. 

1740 Broadway 

Hew York 19, B. Y. 


Dear Mr. Richardson: 


This will acknowledge your letter of March 30, 
1956 in waich you request a royalty-free lieemse under 
Bell System patents pursuant to the provisions of Section xX 
ef the Final Judgment of January 24, 1956, for various equip- 
ments as specified in your letter. 


We are prepared to extend royalty-free licenses 
te you under 111 United States Bell System patents (other 
than patents of Teletypesetter Corporation) issued prior 
to January 24, 1956, for -pecified equipments, with 
royalty-free {meu under foreign patents as provided 
in Section X (B) (3) of the Final t. Hovever 
Section X (A) provides that such royalty-free licenses 
shall be granted, if we so request, upon the condition that 
the applicant fer the license shali rant to us at reasonable 
royalties licenses under existing future patents of the 
applicant to make, have made, use, lease and sell equip- 
ments useful in furnishing common carrier commnication 
services. In accerdance with this provision, we contemplate 
requesting licenses for various specified systems and | 
equipments under Sylvania'’s present and future patents. 


With our request for lieenses under your present 
and future vatents the —— agreement may become a 
cross license agreemat, f you desire to have the agree- 
ment include licenses to = under our patents which issue 
on and after January 24, 1956, such licenses may be 
included at reasonable reyalties, 


In commection with your request for lieenses under 
our patents, we would like to clarify some of the items 
which yeu have listed, In order to wrk out a cross lieemse 
agreement aleng the lines mentioned «bove, we believe that 
it would be desirable to have a discussion of the preposed 
agreement, and I will call Mr. Hultquist to set 2 date. 


Very truly yours 
-2riginal Signed By 


R. W. Gosnail 
Patent aa Manager 


O. ke, Vw, Ownthnren, 
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April 19, 1956 





ans 


SYLV C 10 S Cc 
MEMORANDUM 


Messrs. J. A. Hultquist and £. J. Mealon of Sylvania 
Electric Products, Inc., came in to see Mr. Gosnell and Mr. 
Merwin on April 18th in connection with ‘heir recent recuest 
for « license under our existing patents. Mr. Kane was 
also nals for part of the meeting. 


While the Sylvania rewuest for a license related 
only to existing patents, Mr. Gosnell inquired whether 
Sylvania would not slso wish a license under our future 
patents and them on such a basis a cross license might be 
worked out covering both present «nd future patents both 
ways. Mr. Hultquist stated that Sylvania had not decided 
whether to ask for 4 license under future patents at this 
time brut pointed out that in our recent letter we had 
stated that we desired licenses under both present and 
future patents for specified ecuipments and asked just 
what we had in mind. Mr. Gosnell Informed him that until 
we know more about Sylvania's research we are not in a position 
to list the equipments for «hich we desire licenses wider 
thei atents. In ordér-to mow more about their research 

t cael 


| # d seem desirable to have_oyr ton-level Bell_Labore- 
tories people make an appraisal of Sylvania's research, 


and siter Some-dtscussion {t was agreea’ that Mr. Aultquist 
would discuss such an appraisal with Dr. F - who 

reports to Mr. Howard Richardson, Vice President of Engineer- 
ing and Research. Mr. Hultquist agreed to see vhat arrange- 
ments could be made for a visit to Dr. Ellison and will get 
in touch with Mr. Gosnell on the werner? 


While Sylvania's recent rejuest for a license 
mentioned several types of equioment for which they desired 
licenses, their recuest needed further clarification 
as they had mentioned electromic ecuinment and also circuitry 
in connection with semiconductors. Mr. Hultouist questioned 
whether under the consent judgment vania needed to specify 
equioments where only present patents are desired. However, 
after some discussion of the matter and following considera- 
tion of a list of definitions headed "Licenses Desired by 
Western" dated January 16, 1956, (copy attached) Mr. Hult- 
cuist agreed to consider further their request for a license 
under our vatents and is to clarify their original request 
by sending us a more detailed list of just what they want 
in the way of licenses. 
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In connection with the list of definitions mentioned 
above, it was made entirely clear to the Sylvania people 
that this list had been prepared to include definitions of 
the various types of a»paratus for which Western desires 
licenses when all types of communication equipment are to 
be covered. On the other hand, we do not yet know what 
licenses we wish to recuest from Sylvania, and while it 
appears thst we will reouest licenses under their patents 
for tubes and semiconductors, our request for any licenses 
will be deferred until efter we hav- a report from the Rell 
Laboratories on the types of e.uipment on which Sylvenia's 
research is centered. 


Mr. Hultquist handed us two lists of their patents 
for our review. One is headed "Sylvania Flectronic Tube 
Patents" and the other "Patents of Sylvania Inventions in 
the Semiconductor Field." We agreed to have these patents 
reviewed to see to what extent they are of interest to us. 


In concluding our discussion, Mr. Hultauist 

commented that if it would be possible to make lty- 
oe etee ttt apne under present and future patents an 
Overing all types of equipment desired by both companies, 

he would probably recommend the execution of such an agree- 
ment by his management. In view of what we believe is the 
greater research potential of the Bell Telephone Laboratories, 
we questioned whether such an agreement vould be in balance, 
but any terms of an agreement will have to await further 
clarification of the licenses desired by both parties. 


wh, 


GAIUS W. MERWIN 


Attachment 
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A 4 o— 94390- a 


May 4, 1956 Davee 


» Be ite yAC KON 


ae mlectric Froducts, Inc., naving applied 
for iicéijses under Lel system patents pursuant to the 
riral Judgment we eed tc cetermine whether tc require 
,rantbnack licenses unuer sylvania's patents. 


An impending study of Syivania's research and 

veicy, ent activities anc ‘rvention potentia!] may or may 
'ct ieau te the conclusicn that it is irpcrtant tc us to 
nave granttack Jicenses under Sylvania's patents. The 
jurpese (f this remoranc m is to requcst that e study be 
madé to cetermine promptly whether any ,aterts cf Sylvania 
are ci such cutstanding significance with respect to 
eqgal.cent and «perstions new in use cr under develcprent 
ir the bell System as of themselves to make a grantbeck 
igpcertant to us. 


Ye <culd like to nave informaticn in the 
latter regard by the 21st cof May. 





If as a result of either cf the above-mentioned 
studies it igs Getermined thet we should seek to negotiate 
grantcack iicenses, and if further Sylvania's ccnception 
of reascrnable terms cakes it evident that an egreement can 
be negotieted, se may need to ask you for an appraisal cf 
ali_of cylvania's patents in order thet we may estimete 
nore sely the proper specific terms. 


enclosed sre lists cf rstents furnished by 

oylvania relating tc the semiconductor and electronic tube 
fields, respectively. It is :cssible that sore cf bylvenia's 
pitents in cther fields may be cf interest, altnough it is 
likely that our ee ene in their ;atents will 
be in these fields. | 

Original Signed By 

aL 8. Ewing 


NSe: VC N. Se ZAING 
Attcchments (2) 


~ 


Co to: Messrs. @. 7. #Zerwin Papo 
7 a. J. Kone REL -p 











l 
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DR. Je. FISK, Emecutive Vice President 
Bell Telephone Laboratories, Incorporated 
Murray Hill, New Jersey 


Dear Dr. Fisk: 


In our discussion of April 30, concerning the 
appraisal of future patent potential of companies with 
whom we are negotiating cross license agreements, I handed 
you a memorandum outlining the thoughts we had on the 
oY information whitch would be helpful to us in proposing 
terms of agreements, We are now actively negotiating with 
a number of companies for whom we would like to have an 
appraisal made, As far as present patents are concerned, 
we have the information on these companies or are obtaining 

ive from the Patent Department. 


+ne appraisals for which we have pressing need 
are General Electric Com-any, Hughes Aircraft, Sperry-Rand 
and ae Electric Products Company. In the case of 
the first three companies, your people have visited their 
laboratories and perhaps they have sufficient information 
to make the necessary appraisals, As further aid, I an 
att ching lists of the licenses to be exchanged with these 
companies in order that your people can be aware of the 
kinds of licenses vroposed to be exchanged. 


In the case of Sylvania, this company has applied 
for a licens@ twmder our royalty-free patents and we have 
informed them that we shall r-quire a license in return 
under their present and future patents. It is our under 
stanéing that Sylvania's dev-lopment work is concentrated 
mainly in the component area such as vacuum tubes and 
semiconductors, We would ask that you verify this and 
give us the best informed opinion as to what components 
they are likely to have with inventions of inter-st to us. 
The Sylvania pédple have informed us thet the person to 
contact is Dr. Bennett S, Ellefson, Vice President - 
Engineering and Research, 
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Dr. Ji. Fisk 


To complete the list of the pressing jobs, men- 
tion should be made of General Dynamics Corporation concern- 
ing whom we wrote you on April 6, 1956. There are a 
number of other companies for whom we desire similar 
appraisals and while they do not have the urgency of those 
previously mentioned, I am listing them to give you as 
complete a picture as passible of the studies we shall need 
over the next few months. The companies are listed in the 
order in which we should like to receive your appraisals:- 


Motorola, Inc, 

Collins Radio Company 

N.V. Tee ee Holland 

Automatic Electric Company (General Telephone Corp.) 
Raytheon Manufacturing Company 

Phileo Corporation 

Avco Manufacturing Corporation 

Lenkurt Electric Company 

General Precision Equipment Company 

Varian Associates, Inc, 


Some of the foregoing companies' agreements have 
terminated or will terminate in the next year. We expect 
that Raytheon and Philco may request negotiation of their 
present agreements and others of the foregoing are new 
negotiations, 


Very truly yours, 


= 9 


~ “yd Sane 
Manager, Patent Licensing. 
Attachments 


26086 O—5—pt. 2, vol. 2 34 
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Ba Frb HW" ae O-G 2 
May 73, 1956 a4 


CYLVAY IA FLECTRIC PPAPUCTS, INC, as 
a ' 
y 


4 Y 
é 


MEMO F ANDI™ 


Mr. J. ve Hult :uist of “vlvania Fleetric Products - 

culled me on the telephone on M.y 23rd and incquireé cs 
to whit ad ha: pened to the roposed evaluat their 
rese. rch by the Pel] Teleshone taboritcries neople. ; 
He had sugg*:ted on April 75th thot errangements for 

discussion of Sylvania's rese«rch be made with Dr. 
P. S. Ellefson. As no_:ne had vet been in touch vith 

Dr. Ellefson, they wanted to Fe sure fii there nad not 









been some misunderst.nding with respect to the matter. 


I told Mr. Hultcuist that ve were asking the 
Pell Laboratories to review the rese:rc! potential of 

a considerable number of comoanies and that we had 
“Titten Dr. Fisk, Executive Vice President of Bell 
Laboratories, on May 15th and asked him to make these 
reviews for us. I added that Sylvania was close to the 
top of the list and that I felt sure thet Dr. Ellefson 
would hear from the Bell Laboratories in the relatively 


near future. 


A 


GAIUS W. MERWIN 





/ 
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r. “ 
September 11, 1956 zs. 3> 


MEMORANDUM 


Mr. J. A. Hultguist called Mr. Gosnell early 

in August and inquired as to the reason for their difficul- 

ties in arranging for = meeting with the Bell Laboratories people 
to discuss the manufacture of the 417 vicuum tube. He also 
expressed concern that their purchasing department had been 
unable to sell some germanium oxide to Western as they were 

told by the Western Flectric purchasing agent thet Western would 
not buy from a non-licensee. 


Mr. Gosnell called Mr. Hultquist back to discuss these 
matters with him and found thet he was on vacation and would 
not return until efter Labor Day. 


As Mr. Gosnell is on vacation I called Mr. Hultcuist 

a and told him that I thought his first question had been 
saticfied by the fact that a meeting had been held at Whippany 
for a discussion as to the reyuirements, etc. for manufacture 
of the 417 vacuum tube. As to his second question relating to 
Yylvania's inability to sell germanium oxide to Western, I 
told Mr. Hultquist that I had located the Wester purc 
agent involved in the case and he expressed regret that -the 
Sylvania salesman had gained the impression that Western would 
not buy from a company which was not licensed under Western's 
patents. The facts are that when the Sylvania salesman visited 
us in March 1956 Western had five other sources of suoply 
and also nad a considerable supply of germanium oxide on hand. 
Furthermore through a salvaging operation the germanium dust 
is returned to Fagle-Picher tc reclaim for us at = nominal 
cost. As a result, no purchases of germanium oxide have 
been mede since the Sylvania visit and when we need to 
make am additional purchase the Western purchasing people will 
be lad to consider securing a quotation from Sylvania. 


I again assured Mr. Hultcuist thet no company 
needed » license under Western's patents 1h Gitex te setwp 
product to Western. Being in a largé Company, Mr. Hultquist 
seemed to anpreciate the difficulty of keeping other depart- 
ments in line on patent matters and he said thet from time 
to time they experienced consideruble trouble along these 
lines. 
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Mr. Hultcguist inquired 43¢ to the status of the Bell 
Laboratories’ review of Sylvania's research potential and I told 
him that I understood this was pretty well along but th; 
had not yet received a report. Soon after getting such a report 

lt told Mr. Hultguist that we would get in touch with him and at 
that time he will clarify the licenses they desire under our 
patents and will inform us as to their decision for including 
rights under our post-decree patents. 


om 


GAIUS W. MERWIN 
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November 14, 1956" 


SYLVANTA ELECTRIC PRODUCTS, INC, ; & . 
ee A 
MEMORANDUM 


Mr. R. W. Gosnell and Mr. G. W. Merwin visited 
Sylvania Electric Products, Inc. on November 13, 1956 
and discussed the proposed cross liceMSé¢ agréément with 
Mr. J. A. Hultquist and Mr. &. J. Mealon. Mr. A. Le B. 
Richardson was present during the latter part of the 
discussion. 


Mr. Gosnell stated that we had studied the Sylvania 
patents and found them of no immediate interest, although 
we Bight find some of their patents of interest in the 
future (he did not mention the Hutter patent, which if it 
ts used in electronic switching, will not be employed 
until 1959). There was also a brief discussion of the Bell 
Laboratories' appraisal of Sylvania's research, and we told 
them it did not indicate enough fundamental research to 
show much patent potential but that their mechanica) design 
and manufacturing processes indicated the possibility 
of patents of future interest and we would like to work 
out a cross license with them. 


A "Tentative Proposal for Sylvania - Western Electric 
Company License Agreement" (copy attached) was discussed 
at some length and then finally an "Alternate Plan® (copy 
attached) was also discussed. The Sylvania people also 
mentioned a third plan for a cross license agreement under 
which licenses would be exchanged royalty-free on all 
existing patents and patent applications allowed prior to 
January 24, 1956 but with both companies paying royalties 


of 2% on futures. 


Mr. Hultquist stated that our alternate plan appeared 
quite attractive. In connection with this we informed 
him as to our standard royalty rates hich would apply for 
the other systems included in the first plan if they should 
later wish to secure additional licenses. We also pointed 
out that our proposed agreement would include licenses for 
machines and precesses involved in making the licensed 
systems and also a clause covering foreign immmity. 
Furthermore, we have dropped our requirement for a legend 
in connection with semiconductors. 


We handed Mr. Hultquist a copy of our list "Bell 
System Owned United States Patents Issued Since January 23, 
1956" dated September 1, 1956. 


The matter was left that Mr. Hultquist will take up 
our two proposals with the Sylvania management and will get 
in touch with us in due course. 


Attachments pee Wns 
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TENTATIVE PROPIS:AL Ph YLVANIA - WESTERN ELECTHIC 
LIGENCE : GREE’ PS 


Licenses to Sylvania uncer Western's 
Predecree and Postdecrze "stents 


£ 
Royalty 

Radio indic tion sy:tess 0 
Distsnce acturtion, control indication systens 9 
—Electron ‘ubes 0 
Radio « television orogr:m :eceivers « tr:neaitters 0 
Lighting e.uipsent 0 
Poesimile * television station -ystous 0 
~femioonductive devices 1-1/2@ 
Commuters 7° 


*Royalty-free under predecree petents. Under rost- 
Gecree iatents sele: to N.S, Devert::ent of Lefanse 14, 


Koyalty osyments to be subject to the follovinr ‘iscounts: 
On royalty-berring «leas betverr 1-73-56 « 1-i1-59 60% 
Om royalty-besring scles between 17-31-58 ~ 1-1-6] 39% 


Licenses to Western under Sylvania’s Present 
né@ Puture Yatents Royelty-fre- for the following 
Systens: 


Padio communicxtion -ystems 

Carrier current ystems 

Voice frequency tranmi sion systems 

Broadbdind «ire transmission systems 

Switching -systens 

St-tion svstems 

Commmicction lines 

Sound recording reproducing systene 

Testing nd messuring -ystems 

Fedio indication systexs 

Distance acturtion, dist=nce control or dist nce 
indic tion «ystems 

Deets orece sing ané computer -ysteus 

Accounting center systems 

Flectron tubes 

Semiconductive devices#® 


®Mon-Bell U.S, s:le: 27%, except Lf om sles to 
U.S, Devartment of Defense, 
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Patents Included 
Licer..es to -ower U.“. and Cn 4@i.un dutants. 

Surrender Clause 
Sylvenis to have the right t¢t ny time *o surrer er its 
licenses under «ny svcecified s«tent or ») ‘ents ne 190 to 
heve the ight at ny tine to cincel ite licenses or 
specified e.uil m mts, 

Terw of Agreensnt 
The egreenent *> be d ted Joma ry °4, 1°56 and tt” be for 
a term 0f 5 ya:rs, but vith ‘he licenses oth ys rurning 


for the lives of ‘he -‘atents under 11 inventions -: de 
orior to the teruinction of the ier erent. 


11/19/56 
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Licenses t> “yiwenia uméer YVesterr' “atentes 
Predecr-e “ctents 


Teme gronts 58 39rm20744@ in Tentrtive Preocs | -oy-Lty-free 


®ontdecree et nts 


“emtcondcuctive devices Royalty-free 
Electron tubes “oye lty-free 


+ 


‘ 
Licen as *o Western under ‘ylvani-'s ‘resent 
and Puture °- tents 


fame er-nte as preposcd in Tentative cropos:) Pey. lty-free 


11/13/56 
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February 15, 1957 
VAN ELECTRIC PRODUCTS N 


MEMORANDUM 


I called Mr. J. A. Hultouist, Patent Counsel, 
for Sylvania Flectric Products, Inc. on the telephone 
and referred to my previous conversation with him in 
December with respect to the recuest of their Manager at 
their Kew Gardens Plant to have two of their engineers 
visit Allentown in order to observe the manufacture of 
the 416B tube. At that time Mr. Hultcuist was rather 
inclined to hold up the request until Sylvania had given 
us some answer on the license proposal that we had previously 


submitted. 


I told Mr. Hultquist that since my last con- 
versation with him, we had had additional requests from 
other comnanies to visit Allentown in connection with the 
416B tube and that while we would prefer to have such 
visits made by licensees, it would be possible to set 
up arrangements for Sylvania for such a visit, varticularly 
since this may involve a Navy contract. 


Mr. Hultgquist will discuss this matter further 
with the Kew Gardens people and if they still desire to 
visit Allentown, he will let me ikmow so that we can make 
the necessary arrangements. 


, Mr. Hultquist exvressed regrci at not having 
taken any further action on our offer of a cross license 
agreement made to them in November 1956 and said that the 
matter was still under active discussion by the patent 
attorneys of their various divisions and that they will 
get in touch with us in due course for «= discussion of the 
whole matter. 


5m 


GAIUS W. MFFWIN 
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VI. Sylvania Electric 
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5. Question: When and how much? 


Answer: None. 


Question: Since August 1956, has Western purchased any 
germanium oxide from Sylvania Products Co.? When and how much? 


Answer: No. 


uestion: Was this the situation as of August 1956: 


1 Sylvania had requested on March 30, 1956 a license under 
certain of Western's pre-decree patents; 
2. Prior to granting this license Western had requested 


grantbacks from Sylvania under Sylvania's existing 
and future patents; 


3 As a result of differences in view, negotiations for 
an agreement had become bogged down. 


Answer: By letter dated March 30, 1955, Sylvania requested 
a license under all of our pre-decree U.S. patents for a number 
of equipments specified therein. On April 6, 1956, we replied 
in writing that under Section X(A) of the Final Judgment we were 
entitled to condition the granting of the license Sylvania had 
requested on the granting to us by Sylvania, at reasonable roy- 
alties, of licenses under existing and future patents to make, have 
made, use, lease and sell equipments useful in furnishing common 
carrier communication services and that we contemplated requesting 
such licenses We went on to say that if Sylvania wished, we were 
prepared to include licenses, at reasonable royalties, to it under 
patents issued subsequent to the Pinal Judgment. We also said that 
we would like to clarify in our own minds exactly the types of 
equipments Sylvania wanted and suggested an early discussion. Sub- 


sequently, on April 15, there was a meeting between our representa- 
tives and theirs at which they said that Sylvania had not yet 
jecided whether they wanted to include a license under our post- 
decree patents. They inquired as to which equipments we were in- 


terested in and we said that until we knew more about the scope 
and direction of Sylvania's research activities we were not in a 
position to state definitively which equipments we needed. It 


+ ¢ 


W erefore agreed that representatives of Bell Laboratories 
would call on the appropriate research executives of Sylvania. 
There were never any differences in view which vogged down nego- 
tiations As f August 1956, Western's representatives were 

ll awaiting a report from ti.e Bell Laboratories' people whe 


id been requested to made a patent appraisal as explained above. 
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S. Question: In this context, did, in fact, a purchasing 
agent for Western imply that Sylvania would have to have a 
license under AT&T's patents if it was to be able to sell 


germanium oxide to Western? 


Answer: No. Sylvania's salesman so inferred but, as Mr. 
Merwin's contemporaneous memorandum of September 11, 1956 shows, 
Sylvania was told at that time that it did not have to take a 
license under AT&T's patents in order to sell germanium oxide t 
Western, and that the salesman's contrary “impression" was 


erroneous 


9. Question: Is this a situation where AT&T was relating the 
purchasing of germanium oxide to Sylvania's grant of future pa- 
tents t AT&T or was AT&T in this situation relating its purchase 
of germanium oxide from Sylvania to acceptance by Sylvania of 
licenses from AT&T with a grantback of Sylvania's future patents? 


Answer: In no way was the licensing of patents related t 
the purchase of germanium oxide from Sylvania. 


10. Question: Does the consent decree permit Western to deny 
the Bell System telephone market to a supplier unless the supplier 
takes a license from Western and agrees to grantback to Western 


4 


licenses under the supplier's patents? 


Answer: The decree contains no provision dealing with this 
matter. 


ll. Question: To your knowledge has the Department of Justice 
ever made any inquiries or established any procedures under which 
it could regularly examine AT&T's operations under the decree in 
order to ascertain whether AT&T is abusing its patent position. 


Answer: We have had inquiries from the Department of Justice 
regarding our operations under the patent provisions of the decree. 


12. Question: Has the Justice Department made any inqu 
AT&T's operations in order to ascertain whether compani 
ing to Western need to acquire a license from Western i 
to make such sales? 


Answer: Not to our knowledge. 
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13. Question: Sylvania represents an instance, does it not, where 
an application for royalty free pre-decree licenses, made on 

March 30, 1956, has not been granted as of April 1958 because 

AT&T insists on a grantback of future patents? 


Answer: No. Our interest in a grantback under Sylvania's 
present and future patents at no time during the course of our 
negotiations presented an obstacle to an agreement. We expect 
that a mutually satisfactory agreement will be executed in the 
very near future. 


14, Question: As a result, is not Sylvania in the position where 
it must continue to pay RCA royalty rates which are based on a 
package containing AT&T patents, even though AT&T's patents are 
required by the decree to be licensed royalty free? 


Answer: We have no knowledge of Sylvania's present agreements 
with RCA. 


15. Question: Another result is that in the process of nego- 
tiations, Bell Laboratories:have been given access to Sylvania's 
ievelopment work and made a complete analysis of Sylvania's patent 
potential in all fields of interest to Sylvania, even fields un- 
related to equipments useful in furnishing common carrier communi- 
cations services, is that not so? 


Answer: Definitely not. Laboratories were not "given access" 
to Sylvania's development work. Our people did visit three loca- 
tions at Sylvania's invitation, but what they saw and what they 
were told was, at all times, within the control of Sylvania's 
research executives, who in fact acted as guides on each of these 
visits. Moreover, our people did not and could not make a "com- 
plete analysis" of Sylvania's patent potential in all fields since 
their knowledge was limited to what Sylvania saw fit to disclose 
Of some thirty-five facilities of Sylvania, only three were 
visited; and many of the others carry on research and develop- 
ment activities. 
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The Cuairman. Counsel will now put in the record all the docu- 
ments which he feels are pertinent and which he has received, either 
from the Department of Defense or from the files of the A. T. & T. 

Mr. Harkins. 

Mr. Harkins. Mr. Chairman, I would like to work out a procedure 
whereby Mr. Cox and I can get together and he can see the documents 
I have put in, and I will at that time submit the interrogatories to 
him. 

Mr. Cox. That is satisfactory to me, if it is satisfactory to the 
chairman. 

The CuHarrMan. Since the Chair and, I am sure, the members of the 
committee don’t want to buy a pig in a poke, we want to be sure that 
whatever replies that are given, and even whatever is said by Mr. 
Harkins, is pertinent and relevant to the inquiry, so the Chair will 
reserve the right to strike whenever he feels that the documents or 
the testimony or the remarks do not measure up. 

Mr. Harkins. Mr. Chairman, could we make arrangements at this 
time to have the interrogatories and the answers put in the record fol- 
lowing the testimony today ? 

The CHatrman. Yes, following where you left off. I would like, 
Mr. Moulton, to have you give your usual assiduous attention to this, 
so we can get this record completed as soon as possible. I would also 
ask counsel to cooperate with you in that regard. 

Mr. Mouton. We will attempt to go forward as speedily as pos- 
sible, sir. 

The CuatrmMan. Does that meet with your approval, Mr. McCul- 
loch? 

Mr. McCutuiocnu. Yes. If I could say just one more thing, which 
probably isn’t even necessary. It is our understanding that A. T. & T. 
and Western may submit every proper bit of information they wish 
to submit so that this committee will not find itself charged with what 
the FCC was charged with in 1938 and 1939. 

We will want a full record finally made here, as I understand it. 

The CuarrMan. There is no doubt about that. 

(The documents referred to are as follows :) 


ADDITIONAL DOCUMENTS AND INTERROGATORIES INCORPORATED IN THE RECORD OF 
HEARINGS, APRIL 24, 1958 


PHILCO CORP. 
I. Documents 
1. Letter, Philco Corp. to Western Electric Co., September 5, 1956, re patent 
license agreement dated November 4, 1954. 
2. Memorandum, Merwin, September 13, 1956, Philco Corp. 
3. Letter, Merwin to Woods, September 14, 1956. 


COLLINS RADIO 

Documents 
1. Letter, Craft to Merwin, February 6, 1957. 
2. Letter, Merwin to Craft, February 19, 1957. 


GENERAL DYNAMICS CORP. 
Documents 
1. Letter, Gosnell to Jason, June 11, 1956. 
I. Questions 


On February 19, 1957, did Western advise Collins Radio that the right of 
cancellation contained in the decree does not include the right to terminate 
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licenses to Western or American or their associated companies and, accord- 
ingly, Western construed Collins’ notice as having terminated A. T. & T.’s 
license granted to Collins? 

At the same time did Western offer to negotiate a new license agreement 
with Collins to cover its predecree patents? 

Does Collins now have any patent licenses from A. T. & T.? 

However, under Western’s interpretation of the consent decree, it still is 
entitled to all patents from Collins covered by the 1940 agreement; is that 
not so? 

GRANTBACKS 
IT. Documents 


1. Undated memorandum entitled “Status of Agreements With Companies 
Listed in Prayer No. 18.” 

2. Memorandum, December 7, 1955, current status of B—2 agreements. 

3. Letter, Moulton to Celler, February 11, 1958. 

4. Memorandum, Walter L. Brown to Moulton, re negotiations, January 9%. 
1956. 


IT. Questions 

When did the B-2 agreements expire? 

Are any patent rights under the B-2 agreements still operative? 

Does A. T. & T. have the right to sublicense RCA patents up to 1977? 

Under the specific language of the decree, is not the scope of the royalty-free 
licenses that A. T. & T. is required to grant to the B-2 parties narrower than 
the scope of the royalty-free licenses that A. T. & T. can demand from the B-2 
parties under the provisions of X (A) (2)? 

Was this inconsistent coverage of royalty-free licenses among the B-2 parties 
ever discussed with the Department of Justice representatives in the negotia- 
tions that led up to the decree? 

A. T. & T. was aware of this inconsistent treatment prior to the entry of 
the decree, was it not? 

Did anyone from A. T. & T. ever point out to the Government this incon- 
sistency? Why not? 

Was this matter ever raised by any of the other B-2 parties after the consent 
decree was entered and became public? 

Is this one of the reasons that A. T. & T. decided, after the decree was 
entered, to make all of its predecree patents royalty free? 


11I. Documents 


1. Memorandum, EJK, April 30, 1956, shading royalty rates in cross-license 
agreements. 

2. Sperry Gyroscope memorandum, February 23, 1956, by Merwin re Sperry 
Gyroscope Co. 

3. Memorandum, April 5, 1956, Merwin, Sperry-Rand Corp. 


IIT. Questions 


It is true, is it not, that the principal function of the estimate (of the appli- 
cant’s future patent potential) is to limit the adjustment, or elimination, of 
standard royalties which A. T. & T. can grant to the applicant without dis- 
crimination among applicants? 

The principal function of the estimate is not to assure that the licensee gets 
the full value of his grantback in the form of royalty concessions; is that not 
true? 

It is true, is it not, that many of the developments, inventions, and processes 
used by the Bell System in its communications business have been originated 
outside of the Bell Laboratories? 

In your operations under the decree, must an applicant give A. T. & T. a grant- 
back of his future patents before A. T. & T. will grant to the applicant access 
to consultations and information from the Bell Laboratories? 

Was the provision in the decree requiring applicants under the decree to 
grant back licenses under their own patents, a condition insisted upon by 
A. T. & T. during negotiations if there were to be a consent decree? 


IV. Document 


1. Memorandum, January 16, 1958, furnished to subcommittee, entitled “Scope 
of Grantbacks.” 
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IV. Questions 

Has A. T. & T. or Western ever demanded or taken grantbacks from its 
licensees other than for equipments useful in furnishing common-carrier com- 
munications services? 

Does all of A. T. & T.’s work for the Government involve equipment that is 
useful in furnishing common-carrier communications services ? 

Does not some of A. T. & T.’s work for the Government involve processes 
and machinery which is not useful in furnishing common-carrier communica- 
tions services? 

Does A. T. & T. demand or receive a grantback covering this latter type of 
equipment? 

When A. T. & T. takes a grantback related to equipments used in Government 
contracts, it secures rights which are valuable for commercial uses and which 
can be utilized for commercial purposes, does it not? 

Does section X authorizes Western to demand this type of grantback from 
its licensees? 

The decree does not provide for an exclusion of Westrex patents from the 
compulsory-licensing provisions as it does for Teletypesetter Corp., does it? 

Does the decree authorize A. T. & T. to take grantbacks for the benefit of 
Westrex? 

Does the decree permit A. T. & T. to insist upon a grantback from an applicant 
for the business of Westrex as a condition to the grant of a license under A. T. & T. 
patents? 

Was the problem of obtaining a grantback for Westrex business discussed in 
the negotiations for the consent decree? 

Since entry of the decree, has A. T. & T. advised the Justice Department that 
it is securing grantback licenses for patents of interest to Westrex but which 
are not useful in furnishing common-carrier communications services? When? 


GENERAL DYNAMICS CORP. 
V. Documents 


1. Letter, Gosnell to General Dynamics, February 23, 1956, re five patent-license 
agreements. 

2. Draft of license agreement between Western Electric and General Dynamics, 
October 1, 1956. 

3. Memorandum for file, Gosnell, January 31, 1957, re Stromberg-Carlson 
division of General Dynamics Corp. 

4. Memorandum, February 5, 1957, T. L. Bowes, patent counsel, re proposed 
license agreement between Western Electric Co. and Stromberg-Carlson division 
of General Dynamics Corp. 

5. Memorandum for file, Van Pelt, February 14, 1957. 

3. Letter, Bowes to Gosnell, March 19, 1956. 
7. Letter, Gosnell to Bowes, April 5, 1956. 


_ 


}. Questions 


Do any of the equipments set forth in article 1, section 3, of the proposed 
agreement include equipments or machines which would not be useful in 
furnishing common-carrier communications services? 

Western has advised General Dynamics that the terms “machinery” and “tools” 
used in the proposed license agreement were confined to machinery and tools 
related to the licensed communications equipment, did it not? 

Are the terms “instrumentalities,” ‘“‘methods,” and “processes” referred to also 
related to the licensed communications equipments ? 

Does the decree authorize A. T. & T. to condition the grant of a patent license 
on the receipt of a grant back for “instrumentalities,” “methods,” and “processes” 
useful in furnishing common carrier communications services ? 

Is the proposed agreement offered to General Dynamics an example of the 
standard license form offered by Western in a bilateral patent license agreement ? 

Are the equipments set forth in article 1, section 3, and the definitions of those 
equipments “boiler plate’’ provisions used when Western secures grant-back 
licenses for these equipments? 

Are there not executed license agreements with companies in which Western 
has taken grant-backs for (1) distance actuation, control, and indication sys- 
tems, (2) radio communication systems, (3) radio indication systems, and (4) 
data processing and computing systems, as these terms are defined in the General 
Dynamics proposed agreement? 
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Do not the grant-backs in these executed agreements include more than 
licenses for equipments useful in common carrier communications services? 

Why shouldn't the first sale by Western under grant-back licenses be limited to 
sales to the operating companies of the Bell System? 


LINK AVIATION, INC. 
VI. Documents 

1. Memorandum for file, Anderson, November 30, 1956, re Link Aviation, Inc. 
(Conference November 29, 1956.) 

2. Letter, Williford to Kane, April 13, 1956. 

3. Letter, Merwin to Williford, April 24, 1956. 

4. Letter, Williford to Merwin, May 14, 1956, with enclosure. 

5. Memorandum, June 5, 1956, proposed option to Western to secure licenses 
at reasonable royalties under present and future patents of General Precision 
Equipment Corp. and its subsidiaries for the following equipments. 

6. Memorandum, Merwin, June 8, 1956, re Link Aviation, Inc. 

7. Memorandum, Merwin, July 30, 1956, re Link Aviation, Inc. 

8. Memorandum, Merwin, October 29, 1956, re Link Aviation, Inc. 

9. Memorandum, Merwin, November 30, 1956, re Link Aviation, Inc. 

10. Memorandum for file, Gosnell, December 3, 1956, re Link Aviation, Ine. 

11, Memorandum for file, Gosnell, December 6, 1956, re Link Aviation, Inc. 

12. Memorandum for file, Gosnell, December 10, 1956, re Link Aviation, Inc. 

13. Letter, Relson to Gosnell, February 5, 1957, re license agreement between 
Western Electric Co. and Link Aviation, Inc. 

14. Memorandum, Merwin, February 14, 1957, re Link Aviation, Inc. 

15. Letter, Merwin to Relson, March 14, 1957, with enclosures. 

16. Letter, Boyer to Merwin, May 2, 1957. 


VI. Questions 

It is clear that the license you received from General Precision Laboratories 
was required as a condition for your grant of a royalty-free license to Link 
Aviation ; is that not so? 

However, the grant-back that A. T. & T. received in this instance does not 
include all of General Precision Equipment Corp.'s existing and future patents 
of interest to A. T. & T.; is that not so? 


SYLVANIA ELECTRIC PRODUCTS, INC. 
(See pp. 2900-2919 for documents and pp. 2920-2923 for interrogatories. ) 
Documents 


1. Memorandum, Merwin, February 15, 1956, re Sylvania Electric Products, Inc. 
Letter, Richardson to Gosnell, March 30, 1956. 
Memorandum, Kane, April 3, 1956, with attachment. 
Memorandum, Merwin to Ewing, April 6, 1956. 
Letter, Gosnell to Richardson, April 6, 1956. 

6. Memorandum, Merwin, April 19, 1956, re Sylvania Electric Products, Inc., 
with attachment. 

7. Memorandum, Ewing to Jackson, May 4, 1956, with attachments. 

8. Letter, Kane to Fisk, May 15, 1956. 

9 Memorandum, Merwin, May 23, 1956, re Sylvania Electric Products, Inc. 

10. Mémorandum, Merwin, September 11, 1956, re Sylvania Electric Products, 
Inc. 

11. Memorandum, Merwin, November 14, 1956, re Sylvania Electric Products, 
Inc., with attachments. 

12. Memorandum, Merwin, February 15, 1957, re Sylvania Electric Products. 
Ine. 


Ste OO NN 


Questions 


On May 15, 1956, were Bell Laboratories contacted for the first time for an 
analysis of Sylvania’s patent potential? 

When did Bell Laboratories people visit Sylvania? 

As of September 11, 1956, Bell Laboratories still had not made a report on its 
review of Sylvania’s research potential ; is that not true? 

Had Western Electric purchased germanium oxide from Sylvania prior to 
August 1956? 

When and how much’? 
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Since August 1956, has Western purchased any germanium oxide from Syl- 
vania Products Co.? When and how much? 

Was this the situation as of August 1956: 

1. Sylvania had requested on March 30, 1956, a license under certain of 
Western’s predecree patents ; 

2. Prior to granting this license Western had requested grant-backs from 
Sylvania under Sylvania’s existing and future patents ; 

3. As a result of differences in view, negotiations for an agreement had 
become bogged down. 

In this context, did, in fact, a purchasing agent for Western imply that Syl 
vania would have to have a license under A. T. & T.’s patents if it was to be able 
to sell germanium oxide to Western? 

Is this a situation where A. T. & T. was relating the purchase of germanium 
oxide to Sylvania’s grant of future patents to A. T. & T., or was A. T. & T. in 
this situation relating to its purchase of germanium oxide from Sylvania to ac 
ceptance by Sylvania of license from A. T. & T. with a grant-back of Sylvania’s 
future patents? 

Does the consent decree permit Western to deny the Bell System telephone 
market to a supplier unless the supplier takes a license from Western and 
agrees to grant-back to Western licenses under the supplier’s patents? 

To your knowledge has the Department of Justice ever made any inquiries 
or established any procedures under which it could regularly examine A. T. & T.’s 
operations under the decree in order to ascertain whether A. T. & T. is abusing 
its patent position? 

Has the Justice Department made any inquiries about A. T. & T.’s operations 
in order to ascertain whether companies selling to Western need to acquire a 
license from Western in order to make such sales? 

Sylvania represents an instance, does it not, where an application for royalty 
free predecree licenses, made on March 30, 1956, has not been granted as of 
April 1958 because A. T. & T. insists on a grant-back of future patents? 

As a result, is not Sylvania in the position where it must continue to pay 
RCA royalty rates which are based on a package containing A. T. & T. patents, 
even though A. T. & T.’s patents are required by the decree to be licensed royalty 
free? 

Another result is that in the process of negotiations, Bell Laboratories have 
been given access to Sylvania’s development work and made a complete analysis 
of Sylvania’s patent potential in all fields of interest to Sylvania, even fields un 
related to equipments useful in furnishing common-carrier communications 
services, is that not so? 


RADIO CORPORATION OF AMERICA 
VIT. Documents 


1. Federal Communications Commission interoffice memorandum to the Com 
mission, from the General Counsel, February 8, 1956, re matters pertaining to 
compulsory and royalty-free licenses under Bell System patents pursuant to 
court’s consent judgment of January 24, 1956, in the Government’s antitrust 
complaint against A. T. & T. and Western Electric Co., Inc., civil action No 
17-49 in United States District Court for New Jersey, with attachments 


VIT. Questions 


In a memorandum dated February 2, 1956, the FCC patent adviser, William H 
Bauer, analyzed the effect of the consent decree upon RCA’s rights under Bell 
System patents, and the effect of the consent decree upon RCA’s business of 
licensing others to sell broadcast transmitters or receivers. Are you familiar 
with this memorandum? 

In his memorandum Mr. Bauer states : 

“* * * a license for the manufacture and sale of broadcast transmitters or 
receivers, whether for AM, FM, or TV, that can now be obtained under 8,600 Bell 
System royalty-free patents, is not sufficient to avoid the broadcast patents which 
RCA owns, or has the right to sublicense exclusive of Bell System patents.” 

Mr. Bauer also stated that RCA can continue, at least until 1961, to monopolize 
the business of patent licensing others to manufacture and sell broadcast trans 
mitters and receivers and for this reason “obtaining royalty-free licenses under 
sell System patents won't mean anything * * *.” 
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Do A. T. & T.’s royalty-free transistor patents comprise a basic transitor 
patent structure for any purpose, except the use of germanium as the semi- 
conductor circuit element for transistors? 

Does A. T. & T. have sublicensing rights under the Purdue Research Foundation 
germanium patents? 

Are patents for the use of germanium included in the compulsory licensing 
provisions of the decree? 

HEWLETT-PACKARD CO. 
VIIT. Documents 

1. Letter, Bates to Santee, February 28, 1956. 

2. Letter, Santee to Bates, March 5, 1956. 

3. Letter, Bates to Weaver, July 6, 1956. 

4. Letter, Mascarich to Bates, July 19, 1956. 


VIIT. Questions 


As of February 28, 1956, did A. T. & T. and RCA in their patent licensing op- 
erations recognize a division of fields of use? 

Does this correspondence mean that A. T. & T. will continue to collect from its 
licensees royalties that are owed under RCA patents that issue after January 
24, 1956? 

Does this correspondence mean that A. T. & T. licensees will continue to pay 
royalties to RCA, on both predecree and postdecree patents, even though only 
A. T. & T. predecree royalty free patents are involved? 

Is it not true that, other than subjecting those predecree patents of RCA which 
A. T. & T. had the right to sublicense to compulsory royalty-free licensing, the 
decree does nothing as to any existing RCA-A. T. & T. cross-licensing arrange- 
ments? 

Would you say that the decree recognizes the validity of existing RCA-A. T. & T. 
cross-licensing arrangements ? 

Were the matters related to the RCA and A. T & T. cross-licensing arrange- 
ments discussed in the negotiations for this consent decree? 

Did representatives of RCA participate in any of these discussions? 

Does the RCA-A. T. & T. cross-license agreement apply to any A. T. & T. patents 
that issue after January 24, 1956? 


MOTOROLA, INC. 
1X. Documents 


1. Memorandum, Merwin, February 9, 1956, re Motorola, Inc. 
2. Memorandum, Merwin, April 9, 1956, re Motorola, Inc. 
3. Memorandum, Merwin, July 16, 1956, re Motorola, Inc., with attachments. 


rECHNICAL INFORMATION 
XY. Documents 


1. Memorandum, Childs, July 30, 1956, re Decisions Respecting the Pricing 
of Technical Information Under the Decree. 

2. Also see Memorandum for File, F. C. Childs, January 14, 1957, which 
appears at p. 2716. 


Y. Questions 


Does Western recover development expense through patent license royalties at 
a rate of roughly half the standard patent license rate? 

Have the rates for technical information been reduced to reflect this fact, so 
that Western does not recover development costs, attributable to patented tech- 
nical information, twice? 

It is true, is it not, that development loading factors are used in determining 
the rates for technical information under the decree? 

But it was also agreed, at this conference (Jan. 3, 1957) that the rates rec- 
ommended by the committee, resting upon the loading factor alone, was not to 
provide the basis for establishing or explaining technical information rates de- 
cided upon in any particular case. Why was this decision made? 
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| ALPETH-STALPETH 
XI. Documents 


1. Memorandum, Baker to Brillhart, March 8, 


1956, re alpeth and stalpeth 
cable sheathing. 


THE ANACONDA CO, 


Documents 
1. Letter, Baker to Stewart, March 16, 1956. 
2. Memorandum for file, Baker, 
3. Memorandum for file, Baker, July 28, 1956. 
4. Letter, Steinmetz to Baker, April 9, 1956. 
5. Letter, Goetze to Anaconda, Apri! 26, 1956. 
6. Memorandum for file, Baker. 
7. Letter, Baker to Steinmetz, April 30, 1956. 
8. Letter, Stewart to Baker, April 12, 1956, with enclosures. 


». License agreement between Western Electric Co., Inc., and Anaconda 
Wire & Cable Co., relating to alpeth and stalpeth cable sheaths 


GENERAL CABLE CORP. 
Documents 

1. Memorandum for file, Baker. 

2. Letter, Baker to Garner, March 16, 1956. 

3. Letter, Gorman to General Cable Corp., June 26, 1956. 

4. License agreement between Western Electric Co., Inc., and General Cable 
Corp., relating to alpeth and stalpeth cable sheaths. 

5. Letter, Garner to Baker, June 26, 1956. 


THE ANSONIA WIRE & CARLF 0a 
Documents 

1. Letter, Lunt to Timbers, February 12, 1957. 

2. Letter, Lunt to Wilson, February 20, 1957. 

3. Memorandum for file, Wilson, March 7, 1957. 

4. Letter, Wilson to Lunt, March 29, 1957. 

5. Letter, Lunt to Wilson, April 4, 1957. 

6. Letter, Wilson to Lunt, April 8, 1957. 

7. Letter, Lunt to Wilson, April 9, 1957. 

8. Letter, Lunt to Wilson, April 16, 1957. 

9. Memorandum for file, Wilson, April 29, 1957. 

10. Letter, Lunt to Wilson, June 10, 1957. 

11. Letter, Wilson to Lunt, June 14, 1957. 

12. Letter, Lunt to Wilson, June 17, 1957. 

13. Letter, Wilson to Lunt, June 26, 1957. 

14. Letter, Lunt to Wilson, July 3, 1957. 

15. Letter, Wilson to Lunt, July 10, 1957. 

16. License agreement between Western Electric Co., Inc., and the 
Wire & Cable Co. 

17. Technical information agreement between Western Electric Co., Inc., and 
the Ansonia Wire & Cable Co. 


XT. Questions 


What part of the $150,000 charged Anaconda and General Cable is attributable 
to gathering and reproducing fees? 

What part of the $150,000 is attributable to development costs? 

Are not both Anaconda and General Cable using the technical information 
provided in these agreements solely in production for Western ? 

After entering the technical information contracts witb Anaconda and Gen- 
eral Cable, is it not true that Western for a period of more than a year did 
aot make this technical information available to others? 

As of August 1, 1957, Western, however, had signed technical information 
contracts (all of the same date) for alpeth and stalpeth cable sheaths with the 
following 8 companies: 


Ansonia 


1. Ansonia Wire & Cable 
Ericsson (Sweden) 
Plastic Wire & Cable 
Superior Cable Corp. 
Rex Corp. 


~ 


Sie wt 
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_ 
- 


International Telephone & Telegraph 
Sequoia Process Corp. 
The Whitney Blake Co. 


Is that not true? 

In each of these technical agreements the applicants agreed to pay gathering 
und reproducing charges of not to exceed $10,000, is that not true? 

And each of the 8 companies agreed to pay a 0.3 percent rate on the net 
selling price of the cables in which the technical information was used, is that 
not right? 

It is true, is it not, that the only difference, other than the method of pay- 
ment, between these 8 agreements and the agreements with Anaconda and 
General Cable are in the number of man-days of consultation which these 
applicants will have with Western engineers? 

What were the gathering and reproducing charges entailed in furnishing 
technical information to the 8 companies that signed agreements as of August 1, 
1957? 

What were the total gathering and reproducing costs to Western for all 10 
companies ? 

How much does A. T. & T. anticipate will be recovered as development costs 
from the 0.3 percent royalty charges piad by the 8 companies licensed on 
August 1, 1957? 

Will you explain to the committee why the differences in treatment between 
these two classes for the same technical information does not constitute dis- 
crimination as that term is used in the consent decree? 


x 


TRANSISTORS 
Vil. Documents 


1. Statement, January 15, 1958, re licensing policies and practices of Western 
Electric Co. respecting transistors, before and after the final judgment, with 
attachments. , 

2. Letter, Mascarich, August 1, 1956, to Interelectronics Corp. 

3. Memorandum for file, Baker; re Sarkes Tarzian. 

4. Letter, Dutton to Latimer, April 17, 1956, re Sarkes Tarzian, Inc., license 
agreement dated November 3, 1955. 

5. Letter, Mascarich to Dutton, April 25, 1956. 

6. Letter, Dutton to Mascarich, May 7, 1956, re Sarkes Tarzian, Inc., license 
dated November 38, 1955. 

7. Letter, Tarzian to Baker, October 1, 1956. 

&. Letter, David to Tarzian, October 4, 1956. 

9. Memorandum for file, Woodward, October 9, 1956. 

10. Memorandum for file, Baker, re October 16, 1956, meeting, Sarkes Tarzian. 

11. Letter, Latimore to Tarzian, October 30, 1956. 


VII. Questions 


Does not an applicant who takes out a reciprocal patent license and pays the 
technical information charges under your postdecree transistor procedures get 
virtually the same package that a predecree licensee got under his patent 
agreement? 

Is the transistor situation not an instance where A. T. & T. employed charges 
for technical information to assure receipt of revenue that had lost by virtue 
of having predecree patents made royalty free? 


UNITED STATES GOVERNMENT 
YIIT. Documents 

1. Letter, Warren E. Burger, Assistant Attorney General, Civil Division, 
Justice Department, to American Telephone & Telegraph Co., February 17, 1956. 

2. Letter, Whitfield to Kane, February 21, 1956, with enclosure. 

3. Memorandum for file, Kane, February 23, 1956. 

4. Letter, Stanley N. Barnes, Assistant Attorney General, Antitrust Division, 
Justice Department, to Lt. Col. George F. Westerman, Department of Defense. 
February 28, 1956, re patents subject to licensing under judgment in United 
States v. A. T.& T. (DOD document) 
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5. Memorandum for file, Anderson, March 1, 1956, re Government application 
for a patent license. 

6. Memorandum for file, Richard W. Pogue, first lieutenant, JAGC, Patents 
Division, March 1, 1956, re February 15, 1956, meeting with Mr. Hollobaugh 
(Antitrust Division, Justice) re: I. B. M. and A. T. & T. consent decrees (DOD 
document ). 

7. Letter, Kane to Lawrence Glassman, Chief, Patent Procurement Branch, 
Legal Division, Department of the Army, March 6, 1956, with attachment. 

8. Letter, Kane to W. D. Kilgore, Antitrust Division, Justice Department, 
March 8, 1956, with attachments. 

9. Letter, Stanley N. Barnes, Assistant Attorney General, Antitrust Division, 
Justice Department, to Lt. Col. George F. Westerman, Defense Department, 
March 16, 1956, re United States v. A. T. & T. et al., consent judgment (DOD 
document ) 

10. Agreement between Bell Telephone Laboratories, Inc., with the Govern 
ment of the United States of America (Navy), March 23, 1956. 

11. Letter, W. H. Shahan, Assistant, Products Assistance Division, Office of 
Procurement and Technical Assistance, Small Business Administration, to West- 
ern Electric Co., March 26, 1956. 

12. Letter, Warren FE. Burger, Assistant Attorney General, Justice Department, 
to Kane, March 27, 1956. 

13. Memorandum for file, Kane, April 9, 1956. 

14. Letter, Kane to T. Hayward Brown, Chief, Patent Section, Justice Depart 
men, April 9, 1956. 

15. Memorandum for the file, Richard W. Pogue, first lieutenant, JAGC, De 
fense Department, April 25, 1956, re meeting with representatives of A. T. & T 
and Western Electric (DOD document). 

16. Memorandum for file, Anderson, April 26, 1956, re Government application 
for a patent license meeting on April 25, 1956. 

17. Letter, May 2, 1956, Kane to T. Hayward Brown, Chief, Patent Section, 
Justice Department. 

18. Letter, George Cochran Doub, Assistant Attorney General, Civil Division 
Justice Department, to Kane, May 11, 1956, with enclosure. 

19. Letter, Kane to T. Hayward Brown, Chief, Patent Section, Department 
cf Justice, May 21, 1956, with enclosure. 

20. License agreement between Western Electric Co., Inc., and the United 
States of America (Justice), January 24, 1956 

21. Letter, George Cochran Doub, Assistant Attorney General, Civil Division, 
Justice Department, to Kane, June 12, 1956. 

22. Letter, Gosnell to T. Hayward Brown, Chief, Patent Section, Justice 
Department, June 19, 1956, with enclosures. 

23. Letter, George Cochran Doub, Assistant Attorney General, Justice Depart 
ment, to Lt. Col. George F. Westerman, Department of the Army, August 3, 1956, 
re license agreement between Western Electric Co., Inc., and the United States 
(DOD document ) 


XIII. Questions 

Did representatives of any department of the Government other than repre 
sentatives of the Antitrust Division participate in the negotiations that preceded 
entry of this decree? 

Did any representative of the Bell Telephone System confer with any repre- 
sentative of the Department of Defense with respect to the proposed consent 
decree during the period November 15, 1955, and January 24, 19567 

Do you know whether any representatives of the Defense Department con 
ferred with the Attorney General about the provisions of the proposed consent 
decree prior to its entry? 

TELEPHONE DIRECTORIES 
\JV. Documents 

1. Questions and answers prepared for the committee. 

2. Memorandum, July 27, 1956. 

3. Chapter VII, of report, June 15, 1937. 








I. DOCUMENTS 


Puitco CORPORATION 


PHIL CO CORPORATION 


ou, Roe we 
PENnevivania 
September 5, 1956 / 
Sf. 
- . 
Westere Electric Company Hrr¥ : i 
195 Broadway 2 


New York 7, N. Y 


Re: Patent License Agreement dated 
November 4, 1954 between Philco 


and Western Electric Company 


Gentlemen 


We have both recognized that the license agreement between 
us dated November 4, 1954 should be modified in the light of the consent 
judgment entered on January 24, 1956 against your company. 


In February of this year you proposed that the license agree- 
ment be modified by making our existing patent licenses from you royalty 
free with respect to patents issued prior to January 24, 1956. Your pro- 
posal did aot completely satisfy us and we have since requested further 
changes. As yet, we have been unable to reach a complete agreement. 


In order to provide a stop-gap arrangement pending the con- 
clusion of our current negotiations, we have both agreed that we shall accept 
your proposal. This acceptance is given with the understanding that it in 
ao way prejudices our exercise, at any time, of any such rights as might 
be available to us under the consent decree and, specifically, the right of 
hereafter cancelling the licenses exchanged between us under the license 
agreement of November 4, 1954. 


It is understood and agreed that our acceptance of the pro- 
visions of the euclosed modification letter shail be considered to have 
been given prier to May 1, 1956 and that we shall be relieved of any obli- 
gation to pay reyalties under the license agreement of November 4, 1956 
with respect to patents issued prior to January 24, 1956 applicable to 
equipments made after that date. 


Very truly years, 











~~ 
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September 13, 1956 he 


PHILCO CORPORATION 
MEMORANDOM 


I called Mr. Carl Steinruck, Secretary of Philco 
Corporation, on the telephone today and inquired as to just 
what they had intended by adding the clause in Mr. Leslie 
J. Woods' letter of September 5, 1956 that Philco's acceptance 
of our letter of February 20, 1956 in no way prejudices "the 
right of hereafter cancelling the licenses exchanged between 
us under the license agreement of November 4, 1954." I re- 
ferred to Mr. Steinruck's previous discussion of this matter 
when he was in New York at which time he had told us that 
in his interpretation Philco had no right to cancel licenses 
extended to us under Philco's patents under the provisions 
of the consent decree, and I asked if this particular clause 
represented a change in Philco's position on the matter. 


Mr. Steinruck, who is an attorney himself, informed 
me that this represented no change in his position on this 
matter but that some cf the other Philco lawyers thought that 
Section X(F) might be subject to a different interpretation, 
and by putting this clause in Mr. Woods! letter they simply 
wished to reserve any rights that they might have if a different 
interpretation of this clause should be made. 


I told Mr. Steinruck that we were perfectly willing 
to have Philco reserve any and all rights that they have under 
the decree but tne we wanted to avoid any implication that 
our rights under Philco's patents could be cancelled. Mr. 
Steinruck told me that Philco would be glad to have us clear 
up any misunderstanding with respect to this matter by writing 
them a letter which would bring out clearly that Philco would 
have the right to cancel licenses exchanged only if such can- 
cellation is permitted under the provisions of the decree. I 
agreed with Mr. Steinruck that I thought that we could 
write them a letter which would clear up this matter. 


awe. 


GAIUS W. MERWIN 
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September 14, 1956 


Mr. Leslie J. Yoods, Vice President 
PHILCO CORPORATION 
Philadelohia 34, Pennsylvania 


Dear Mr. Woods: 


This will acknowledge «nd thank you for your letter 
of Seotember 5, 1956 enclosing an accepted cony of our letter 
of Pebruary 20, 1956 which will mend our egreement of Novem- 
ber 4, 1954. 


I was not wholly sure of the meaning of the last part 
of the second sentence of the third paragraph of your letter, 
reading as follows: 


"This acceptance is ¢iven with the under- 
standing *hat it in no way prejudices our 
exercise, at «ny time of any such rights 
as might be availeble to us under the 
consent decree and, specifically, the 
right of hereafter cancelling the licenses 
exchanged between us under the license 
agreement of November 4, 1954." 


Accordingly, I telephoned Mr. Steinruck and from 
my conversation with him, I understand that Phileo Corporation 
reserves the right to take any action evailable to it under 
the consent decree, but that your acceptance of our letter 
of Februer7 20, 1956 is not conditioned upon any understanding 
between us that you have the right of "cancelling the licenses 
exchanged between us under the license agreement of Noven- 
ber 4, 1954." Each party remains free to take any action 
open to it under the consent decree, anc to urge any construc- 
tion of the provisions of the decree. This is, of course, 
entirely satisfactory to us and to avoid eny.future misunder- 
standing we would appreciate your informing us that you are 
in agreement ith the foregoing. 


Very truly yours 


GAIUS 6. n 
GWM: jp Patent License Representative 
ok 4m. Mal Breer. 


ie, . Paul Jorma 
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CoLLins Rapio 


om a 


Cotuns Rapio GomPANY 


CEDAR RAPIDS. IOWA.U.S.A 


February 6, 1957 
\ 


X 
Mr. Gaius W. Merwin 


Patent License Representative 
Western Electric Company 

195 Broadway 

New York 7, New York 


Dear Mr. Merwin: 


While we are satisfied that the discussions of the past months have 
resulted in substantial progress toward an eventual agreement for cross- 
licensing our respective companies under our respective patents, you appre- 
ciate, of course, that as conditions now exist, we know of no requirement 
for a license under your patents beyond that available to us under the Consent 
Decree entered in the case of United States of America v. Western Electric 
Company, Incorporated, and American Telephone and Telegraph Company (Civil 
Action No. 17-49) by the United States District Court for the District of 
New Jersey. Without intending to indicate a different attitude than that 
previously expressed with respect to the subject of a new license agreement 
between our companies, we do feel that we should now clarify our position by 
terminating the agreement of December 14, 1940, pursuant to the provisions of 
the Consent Decree. 


Accordingly, we hereby notify you, under and by virtue of the pro- 
visions of Section F of Division X of said Consent Decree, that we do hereby 
cancel the License Agreement dated December 14, 1940, between Collins Radio 
Company and American Telephone and Telegraph Company. 


In accordance with our prior oral understanding that we could exercise 
our rights of cancellation under the Decree at any time with the same effect 
as though cancelled on the date of the Decree, it is our intention that such 
cancellation will be effective as of the date of the Decree. 


Furthermore, under the provisions of Division X of said Consent Decree, 
we do hereby request licenses under all Bell System patents (other than 
patents of Teletypesetter Corporation) issued prior to the date of the Consent 
Decree. 


As indicated in our discussions to date, we are willing to grant at 
reasonable royalties a license to Western Electric and American Telephone and 
Telegraph to make, have made, use, lease, and sell such equipment useful in 
furnishing common carrier communication services, and such machines, tools, 
and materials useful in manufacturing or operating any such equipment, under 
all our existing and future patents. 


We will give careful consideration to the proposal which you submitted 
at our recent conference on January 9, 1957, but as you know from our past 





CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 2937 


Cotuns Ranio Company 


ae 


discussions, the proposal in certain respects does not fully solve the 
problems that we feel exist and we will expect to discuss this subject with 
you further. You are aware that the discussions have been difficult 
because they are being carried on in advance of a known need of a license 
from Collins by Western or a known need of a license fram Western by 
Collins in respect to patents issued after the Decree, and it is difficult 
to appraise the extent of the probable use which may be made by our respec- 
tive companies of the other's patents and to evaluate the reasonableness of 
royalty rates for such use. 


It is likely that I will have occasion to be in New York in the next 
month or so and I will be glad to meet with you for further discussion at 
that time. As soon as my plans are definite I will give you a call to 
arrange an appointment. 


Very truly yours, 
ae J Ps 
Bu ster FO 


kL. Mergan Craft 
Vice President, Operations 


LMC/ef 
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Febru ry 1°, 1957 


MR. Le MOPG-t Ch. FT, Vice Pre ident 
Collins FP dio Como.zny 
Ced'r F nies, Tow 


De: f Bie sero Lu 


I wish to accmowlece your letter »~f Febru: ry 
&, 1957 in which you notify us th t in -ccord:nce “ith 
‘ection X¥(F) of the Consent Lecree of Jiomucry “4, 1956 
you "euncel the license greement c: ted December 14, 1940 
hetveen Collins R dio Com>..ny nd Americ nr Televhone nd 
Telerr=ph Com>:.ny." 


Vith re pect ‘o the «bove notific tion, kindly 
note *h t Section “fF) 5f the decree orovices *h t erch 
licensee of Vester or ‘meric n "eleshone ond Telerrieoh 


anveny uncer license  sr-oment in effect -t the d te 
“f the decree "nev ne@l ny licenses grentec to it ne 
its =ssocicted como -nie= unter such .pr-enent by written 


notice ###", Such right of oc n:ellction coes not incluce 


We .*ern 


















es. -ccordingly, 
. 5D. wie TOM 
itil E Gulicenke? 11 ins 





o Comra ny under the -rreemnt betveen us d> ted Lecemher 
14, 1940 mrsucent to the orovisions of Section X(F) of the 
decree, -lthough ‘he licenses to us under Collins! satents 
continue in rccord’ nce it the terns of the agreement, 


We note vour re uest oursnicnt to the terms of 
tre consent decree for roy’ ltv-free licenses under our 
natents 1 ~ued orlor to ‘he d: te of the decree, nd ve 
sh-ll consider this -s n opliestton for license: under 
*+ne decree "en you hove -.dvised us ¢ to tne soecific 
ecuipments for which you vish to be licensed. fection ¥C(.) 


orovide:r for the extension of royrityv-free licen:e: ror 
such ecufornents -s desired bv the naplicint subfgect to 
‘rentb:e’ *s us of licenses on re mn bie ter, if en- 


ttoneé in your letter, wd se would ilke to ore 


[ut the 
det {1s af such licen:e -ith you. 
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o/«= 
J atter —*::te.. “"t ven an re it 
fork in the xt sonth or so, “een diseyn s ll 
Gini’ ‘ticensce ters " % t *ime. I evpect to © 
out cf to:'m until Merch Lith but +ill Le .1 ts ses you 
+ wos ime 4 ay ts 
ith ll bert wistes, 
fours -incerely 
2 
tr A fj Tw 


GWM: Jn tent sicense Feore ent tive 
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June 11, 1956 


Mr, walter J. Jagon 
GENS RAL DYNAMICS COKFCKATICH 


Convair Division 
San Mege 12, California 


Dear Mr. Jasons 


Referring to vour letter cf April 2%, 1956 to 
Mr. Latimer, we assume that your ouestion relates to 
Section X of the Consent Juigment of Janusry 24, 1°56, 
Without going intc the qwestion of the status of the agree- 
ment of April 4, 195% between this Com-any ani Consolidated 
Vultee Aircraft Corvoration, may we ocint out that Paragraph 
(¥) of Section X of the Judgment provides that each licensee 
either jefendant, unier a license agreement in effect at 
the date of the Judgment, may cancel any licénéses grantei 
to such licensee ani its associated companies unier such 
greement by written notice to the licensor, which ter- 
inetes any obligation to pay royalty unier the license 
greement with respect to eouinment not manufacture‘, sold, 
eased or put into ure under such licenses prior to such 
notice, Any such licensee, like any other applicant, may 
obtain new patent licenses, for such equipments as the 
applicant may desire, by apolying unjer Paragraph (A) of 
Section X, such licenses being royalty-free under 5ell 
System patents (cther than those of Teletypesetter 
Corporaticn) issued orior to January °4, 1956 and at 
reasonable royalties unier other Bell System patents, 
subject to the applicant grenting to us Licenses at reason- 
able royalties for such common carrier communications 
,eouioments as we may jesignete ani, cf course, subject to 
the other orovwisions cf the Judgment. These provisions 
do nct, of themselves, have any effect on existing licenses, 
but merely give each licensee a right to cancel the licenses 
granted to it snis right to apply for new licenses. 


Ne assume, of course, that the needs of Convair 
Division will be fully met in the existing negctistions, 
with which you are familier, for a breed cross-license agree- 
ment, which we assume will include 4 reysalty-free license tc 
your company for toroit*sl eccilse not cnly unier bell System 
patents issue4t -rior te January 24, 1°°f but also unier 
future ratents on inventions made during the term cf the 
agreement, 

Ver. truly yours 


FCC: Rw Patent License Manager 
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I. INTERROGATORIES 


1. Question: On February 19, 1957, did Western advise 
Collins Radio that the right of cancellation contained in 
the decree does not include the right to terminate licenses 
to Western or American or their associated companies and 
accordingly Western construed Collins' notice as having 
terminated AT&T's license granted to Collins? 


Answer: Yes, this was the advice given by Mr. Merwin, 
of Western, in his letter of February 19, 1957 to Mr. Craft, 
of Collins Radio (Document No. 2 above under Collins Radio). 


2. Question: At the same time did Western offer to negotiate 
a new license agreement with Collins to cover its pre-decree 
patents? 





Answer: Yes, in the same letter, Western advised Collins 
Radio as follows: "We note your request pursuant to the terms 
of the consent decree for royalty-free licenses under our 
patents issued prior to the date of the decree, and we shall 
consider this as an application for licenses under the decree 
when you have advised us as to the specific equipments for 
which you wish to be licensed. Section X(A) provides for the 
extension of royalty-free licenses for such equipments as desired 
by the applicant subject to a grantback to us of licenses on 
reasonable terms as mentioned in your letter, and we would like 
to work out the details of such a license with you." 


3. Question: Does Collins now have any patent licenses 
from A ? 


Answer: No; but a new cross license agreement is being 
negot fated. 





4. Question: However, under Western's interpretation of 
the consent decree it still is entitled to all patents from 
Collins covered by the 1940 agreement, is that not so? 


Answer: On the assumption that the term "patents" should 
be “patent licenses", the answer is yes. On February 28, 1957, 
acting pursuant to Article VIII of the 1940 agreement, Collins 
gave the required one year's written notice of termination, 
so that the 1940 agreement was terminated on February 28, 1958. 
Licenses to us under patents on inventions made prior to such 
termination, however, continue for the lives of the patents. 








Nal es 


aaa 


el oth an Ra ebp eS 
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Il, DOCUMENTS 


(FRANTBACKS 


STATUS OF AGREEMENTS “ITH COMPANIES 


LISTeD IN PRAYER Nv. 18 
I. International Standard Electric Corporation (ISE) 


In 1925 IT& purchased from Western all shares of stock of 
International Western Electric Cormpany, Incorporated, changing 
the name of the company to International Standard Electric 
Corporation. 





In 1925 Western and ISE also entered into a patent agreement 
jexchanging licenses in field of patent exchange (defined 
| principally to include telephony and telegraphy), Western's 
|Iicenses to be for the United States and Canada and ISE'S Tor 
all other countries. These licenses were exclusivé during 
the term of the agreement and non-exclusive thereafter. 





The parties acquired the right to take out patents on 
each other's inventions within their respective 
territories and the right to grant sublicenses, but 
title to patents was to be re-assigned upon termination 
of the agreement. 


The parties also agreed to exchange technical information 
as to standardized equiprents. 


'{ The agreement set up exclusive distributorships, Yestern 
to be the distributor for the United States and ISE for 
countries other than the United States and Canada. 
Western also received non-exclusive licenses for 
submarine cable for service between the United States 
and Canada or tetween such countries and other countries. 


The agreement was amended in 1928, 1932, 1934, and on other 
dates, to grant additional licenses and for other vurposes. 


The 1928 amendment granted esterr licenses throughout 

the world for sound recording and reproducing apparatus 
and ISE agréed not to make or sell such apparatus, whether 
patented or unpatented, but this provision was not to 
apply to the Jnited States or to any other country where 
such a provision was illegal. 


The 1932 amendment granted Western a non-exclusive, world- 
wide license, and the right to sublicense, for submarine 
cable, and a non-exclusive, world-wide license for cable 


terminal apparatus. 


Although the 1925 patent agreement was to terminate in fifteen 

| years unless sooner terminated on one year's notice after four 

' years, it was extended from month to month to give the parties 
an opportunity to negotiate a new agreement, but the war 
intervened and the agreement terminated at the end of 1941. 
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In 1951 Western an¢ IT&T entered into an agreement, still in 
force, exchanging non-exclusive, vworld-wide licenses for 
switching systems, radiv, carrier and other systems ir the 
cemmurication field. The grants were essentially mutual. 


several agreements since 195] have granted aiditional 
ncn-exclusive licenses tc IT&T. 


Il. General Electric Company 


In 1920 AT&T and GE entered into a cross-license agreement under 
United States patents, GE acquiring exclusive licenses principally 
in. the fields of radio TélIégraphy, amateur radio equipment, power 
rurposes anc household devices, and AT&T ac uiring exclusive 
licenses ;rincipally in the fields of Wire telephony and telegrarhy 
and pudlic service two-way radio telephony. 
In 1926 the cross-license agreement of 1920 was amended 
follcwing controversies as tc interpretaticns of licenses 
granted thereunder. This agreement bre«dened AT&T's exe 
clusive _for two-way radio telephony and grafted Gs 
exc usive license es for_ TPadio broaieast” _recelvers. 
In 1932 the amended cross-license sgreement of 1920 was terminstcd 
and replaced by a new agreement (225. 


The 1932 agreement (B2) made all exclusive licenses pone 
exclusive tre exclusive license granted by AT&T 

for public service radio telegraply) and the partiés 
a¢guired the right to grant sublicenses in their Tespect ive 
fields. 


mach party also granted to the other the right to acquire 
t&chnical information on standardize¢ apparatus for which 
a license was granted. 


cach party also was granted the right to bring suits for 
patent infringement in its respective fields. 


In 1941.GB, AT&T and ‘estern entered into an agreement 
broadening their respective licenses under the B2 
Agreement. 


In 1951 GE, AT&T and Vestern entered into a so-called Interim 
Agreement which was to remain in force while the parties were 
negotiating a Replacing Agreement to supersede the Be and related 
agreements (called the "1932 agreements"). 


The Interim Agreement terminated the 1932 agreements as 
between the parties, but continued the licenses and sub- 
licensing rights until the making of the Replacing Agreement 
or until the licenses otherwise expired. 


~6O086 O AS pt. 2 
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3. 


The Interim Agreement (1) made 211 licenses non-exclusive 

(2) elirinatee cuantity, dollar and customer restrictions, 

(3) terminated the right to sue for infringement under the 

other party's patents, (4) terminated the right to obtain 

technical information, and (5) terminated the richt t: 

ake preferential rurchases. 

Gk and ‘estern have been negotiating a Replecing Agreement, and 
Western ha iven Gs a proposed agreement which would exchange 
non-exclusive licens ancer United States patents for a wide 
variety of equipments luding radio systems, carrier systems, 
etc., and G would be ; ted an option to acquire licenses, at 
standard rates, for any ‘pments for which Western would be 
licensed by the new agree.-nt and for which GE would not be 


licensed. 


III. Radio Corporation of America 


In !920 AT&T and GE entered into an extension agreement by which 
they acquired the right to extend their resrective licenses 
under thé cToss-.i tense agreement to Western and RCA, and RCA 
and vestérn subjected their patents to the icensés of” the 


éross-license’ “agrecucet. 


by an agreement made in 1919 between GE and RCA (Agreement A), 
NCA acquired rights under GE's patents for radio devices and, 


pursuant to the 1920 extension agreement, acqui-ed rights 
under AT&T's patents. 


ihe 1920 extension agreement was termin2ted in 1932 and replaced 


by a similar extensicn agreement between AT&T and GE. 
By an agreement in 1932 between Gt, RCA and vestinghouse 
(Agreement Al), to which we were not parties, G& extended 
to RCA rights ‘inder AT&T's peterts acquired via the 1932 
agreements. 

n 1926 AT&T and ACA entered into an agreement for furnishing wire 


Fa 


facilities to RCA for connecting orcadcast studios with radio 
broadcast transmitting stations, at charges no higher than AT&T's 
‘harges tc others. 


Ihe agreement provided that if AT&T failed tc furnish adequate 
facilities, nCA was to have a non-exclusive license under 

At &T's patents to rrovide such facilities. This sgreement 

is terminable upor five years' rotice fran either party. It 
nes never ceen terminzted, but as itc principal provisions 
were supersedec by FCC tariffs the agreenent has long been 

of no practical significance. 


In 1935 and 194] RCA, AT&T and Western ertered into agreements 
broadening their respective licenses under the 1932 agreements. 
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4. 


In 1938 RCA and ERPI erychanged non-exclusive licenses for 
sound recording and reproducing equipments under patents of 
all countrics except the United States and Canada. 


In 1947 RCA made two agreements with Western granting Western 
and AT&T royalty-bearing licenses, one for radio broadcast 
transmitters and radio pick-up equipment and the other for 
inter-city networks. 


In 1951 RCA, AT&T and Western entered into a so-called Waiver 
Agreement which, at RCA's request, did not terminate the 1932 
agreements as ala the Interim Agreement with GE, but made the 
same general changes as were made by the Interim Agreement 
with GE by waiving rights under the 1932 agreements. 


In 1953 HCA, AT&T? and Western entered into an agreement inter- 
preting certain of their rights under the 1932 agreements, 
agreeing therein that each party could grant through 1960 
sublicenses under patents covered by the 1932 agreements and 
could also grant ortions to extend such sublicenses for any 
periods within the lives of such patents. 


In 1953 RCA and Western executed an agreement exchanging non- 
exclusive licenses (including therein licenses to AT&T) for a 
broad variety of communication and other equipments under 
patents of Canada and certain other foreign countries. 


nCA and Western have on several occasions in recent months 
discussed a Replacing Agreement, but, principally because of 
the Government's suit against RCA and because of differences 
of opinion as to the character that the proposed agreement 
should take, progress toward a new agreement has been slow. 


IV. Westinghouse Electric Corporation 


By agreements of 1921 s£T4T and Western granted to GE and RCA 
the right to extend to Westinghouse their licenses under the 
1920 cross-license agreement, and Westinghouse subjected its 
patents to the licenses granted to AT&T and Western under 
the 1920 cross-license agreement. 


In 1932 AT&T and Western terminated the 192] extension 
agreement with Gk and RCA and granted to them the right to 
extend to Westinghouse their licenses under the 1932 
agreements, and Westinghouse subjected its patents to the 
1932 agreements. 
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5. 


3y the Al Agreement GE also extenaed to Westingnouce 
some of its rights under the 1932 agreements. 


In 1942 Westinghouse, AT&T and Western entereu int 
an agreement vroadening their respective licenses 
under the i932 agreements. 


In 1951 Westinghouse, AT&T and Western also enterea into an 
Interim Agreement which terminated, as between themselves, 
tne 1932 agreements ana made tne same changes in their 
respective licenses as were made by the Interim Agreement 
with GE. 


In 1954 Western ana Canadian Westinghouse exchanged non- 
exclusive licenses for radio, carrier and submarine cable 
apparatus under Canadian patents. 


In 1955 Westinghouse and Western entered into a Replacing 
Agreement terminating, as between tnemseives (and AT&T), 

their iicenses under the 1932 agreements. This agreement 

also exchanged non-exclusive licenses under Unite: States 
patents for a wide variety of equipments for which the parties 
and AT&T desired licenses. Westinghouse received an option 

tc acquire licenses for those equipments ror which Western 
acquired licenses and ror which Westinghouse did not acquire 
licenses. 


Western and Canadian Westingnouse are now negotiating a 
broader agreement exchanging non-exciusive licenses 
under Canadian patents to replace their 1954 agreement. 
A proposed agreement is expected to be rorwardeo to 
Canadian Westinghouse within a Yew jays. 


V. Western Union Teiegraph Company 


In 1879 Western Union and National Bell (AT&T's preuecessor) 
made an agreement (which agreement terminate! in id90) in 
which National Bell was granted an exclusive iicense under 
Western Union's Unitea States patents for telepnone instruments 


Western Union agreed to withdraw from the manu-scture ana 
rental of telephone instruments (except for its own business 
and transferred all of its telephone instruments to 

National Beli. Wationai Beil agreea to turn ove. tec 

Western Union all messages received on its wires ‘for 
transmission to other points by telegraph. 








CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 2947 


€. 


In 1924 western UJnior and Nestern slectric entered into an 
-greement (which terminated at the end of 1926) by which Western 
‘Imion acquired a non-exclusive license under United States and 
foreign patents to make and use (but not to sell) cable terminal 
and related apparatus for use in connection with submarine 
telegraph cable. Western Electric received a non-exclusive 
license under United States and foreign patents to make and 
lease or sell the seme type of cable apparatus for use on loaded 
cables. w#estern Electric agreed to sell such cable apparatus 

to ‘Nestern Union for the New York-Azores csole. 


In 1325 Western Union and Western Electric entered into an 
agreement by which Western Union acquired a license, under 
patents of Great Britain, Newfoundland and the United States, 
to make two submarine telegraph cables in England and to lay 
the cables, one between England and Newfoundland and the other 
between Newfoundland and a point near New York City. 


This agreement excluded festern Union from any right to 
make inductive loading material for the Cable, b 
Western Electric agreed to selI such material to Western 
Union on terms to be agreed upon. Western Union was 
required to pay a royalty of twenty cents per pound on 
loaded conductor in the cables. This agreement has been 
fully performed. 


In 1951 Western Electric and Western Union entered into an 
agreement exchanging non-exclusive licenses under United 

States patents, Western Union receiving licenses for wire 
telegraph switching systems, transmission apparatus, carrier 
current systems, submarine cable terminal apparatus and 
teleregister equipment, and Western Electric receiving licenses 
principally for communication equipments. 


i 
i 
" 
4 
i 

? 

i 

A 

t 


The 1951 agreement may be terminated on one year's 
notice after 1957. 


Yestern Union and Western Electric are now negotiating a new 
agreement granting additional non-exclusive licenses to Western 
Union for radio and other equipments. 


VI. Telegraph Construction & Maintenance Co., Limited (TC4M) 


by agreement of 1922 (terminated in 1924) Western granted to 
TC&M a non-exclusive license (1) under its British patents to 
make, use and sell submarine telegraph cable, and (2) under all 
of its patents of the world (including the United States) to use 
and sell such cable. 


The license to TCéM excluded any right to make indyctive 
loaaing material, but Western agreed tO sell stich material 


— 


to T on verms to be agreed upon. 
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TC&M agreed to pay a royalty of forty cents per pound of 
loaded conductor (1.e., copper conductor and loading 
material thereon), but no royalty was to be paid on 

the "first cable" (i.e., the New Yorx-Azores cable made 
for Western Union). 


Licenses were exchanged by the parties for inventions 


arising from the manufacture, laying or testing of the 
first cable. 


In an agreement of 192t but effective in 1924, TC& acquired 
exclusive licenses under Western's patents to make and use 
loaded conductors, earths, and alloys, for submarine telegraph 
cable, and to sell such cable and such earths in all countries 
(including the United States but excluding Canada and certain 
specified countries). 


TC&M was required to assess the customer a royalty of 
forty cents per pound of loaded conductor in each tele- 
raph cable or earth and to pay haif of the royalty 
i.e., twenty cents per pound) to Western. 


| Western reservea a license under its own patents, and 

the right to license others thereunder, to make submarine 
cable and parts thereof in the United States, and to use 
and sell througnout the world submarine cable and parts 
manufactured by it in the United States. Western agreed 
not to sell or use, or license others to seli or use, 
suomarine telegrapn cable or parts thereof unless it 
gave TC&M one year's notice thereof, whereupon TC&M 
cou.d terminate the agreement. 


ee 


Western also agreed to supply alloys, terminal equipments 
ana testing instruments, for submarine telegraph cable mace 
by TC&M. 


By agreement of 1930 between ERPI (Western's successor to its sub- 
marine cable business) and TC&M, tne i92b agreement was modifiea, 
and ERPI agreed to grant to TC&M a non-exclusive, royalty-/ree 
license to ma..e submarine telephone cable (as aistinguished from 
telegraph cable) in Great Britain and to sell, lay and land such 
cable tnroughout the worid. *IC&M agreed to grant ERPI a royalty- 
bearing license to make anywhere such submarine telephone cable 
Yor its own use or for use by its associated companies, and to 
lay, land ana use such cable throughout the world. In addition 

o the licenses for use by ERPI and its associated companies, 
TC&EM agrees to <ra 


ct + 


TC rant uRPI a license to make such submarine 
telepnone catie in the Unitei States and Canada, and to seil, 
lay, lanc an2z use sucr e throughcut the world, such .icense 
> 


. ma'te in tne Urited St >s and Canada being exclusive, wut 


aes COher cleenses n eexclucive, 
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The 1930 agreement required ERPI to notify TC&M of its 
intention to make submarine telephone cable in the 

United States or Canada for purchasers who intenc to 

land such cable in such countries, whereupon the licenses 
to TC&M to sell such cable in such countries would 
terminate one year after ERPI made 1,000 nauticai miles 
of such cable, 


The 1930 agreement also provided for the exchange of 
technical information. Moreover, ERPI agreed to sell 
to TC&M and its customers terminal equipment for the 
above types of cable. 


Tne 1926 agreement, as modified in 1930, terminated in 193Ul. 


In 1952 Western and TC&M entered into an agreement exchanging 
non-exclusive licenses for magnetic alloys under all patents 
of the world. This agreement will continue in force for 
inventions made before 1953. 


VII. Submarine Cables, Limited (SCL) 


TC&M and Siemens Brothers and Company Limited organized 
Submarine Cables, Limited. 


In 1936 ERPI entered into an agreement with SCL granting to 
SCL an exclusive license under patents of all countries 
(except a few-specified countries) and the right to grant 
sublicenses, to make submarine telegraph cable and to sell, 
jay ana land such cable. 


ERPI reserved a license under its own patents to make, 
and to license others to make, such telegraph cable in 
the United States, and to sell, lay and land such cable 
throughout the world; but ERPI agreed to give SCL one 
year's notice of its intention to seli or use such cable, 
whereupon SCL had the right to terminate the agreement. 


The 1936 agreement also granted a non-exclusive license 
to SCL to make submarine telephone cable in the United 
Kingdom, and to seli, lay and land such cable throughout 
the world, and ERPI agreed not to license others to 

make such cable in the United Kingdom. 


The 19360 agreement also provided that upon ERPI's request 
SCL would grant to ERPI (1) a non-exclusive license, with 
the right to sublicense others, to make loaded and non- 
loaded submarine telephone cable in the United States and 
Canada and to sell, lay and land such cables throughout 
the world, and (2) a non-exclusive license to make loaded 
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and non-loaded submarine telephone cable anywhere 
outside the United States and Canada for use by ERPI 

or its associated companies, and to lay, land and use 
such cables throughout the world. The licenses were 
subject to a royalty to be agreed upon by the parties. 
However, ERPI was required to notify SCL of its intention 
to make loaded or non-loaded submarine telephone cable 

in the United Staves or Canada, whereupon SCL's license 
to sell such cable to be landed in such countries would 
terminate one year after ERPI manufactured 1,000 nautical 
miles of such cable. 


The parties also agreed to exchange technicai informa- 
tion. ERPI also agreedc to sell submarine cable terminal 
equipment to SCL. 


The 1930 agreement terminated in 1945. 


In 1954 Western and SCL made an agreement (to terminate at the 
end of 1950) (1) exchanging non-exclusive licenses, under 
patents of all countries, for submarine cabie of the coaxial 
type which is of a design specified by AT&T ana which the 
Postmaster General of the United Kingdom was expected to 
purchase from SCL, and (2) to furnish technical information, 
separateiy specified as to each cf the parties, concerning 
such submarine cable. 


In Maren of i955 Western and SCL entereu into another agree- 
ment exchanging non-exclusive iicenses for carrier current 
ana voice frequency transmission systems unaer patents or 
ail countries. 


This agreement may be terminated on one year's notice 
arter 195d. 
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In 19°71, the 17 ST and “estern executed the se- 
called “Interiz \ hee nenta with *Ca, GF and oc 
of weieh copies are attached. These agreements were eme~- 

euted pending the coepletion =—- fetions whieh would 
entirely supersede the 42 and re agreeonerrts, 


mtg put an ené 3 28 ore Tine 
onuiieiiaincal of ae ae i related yee yee 
effeet only non-exclusive licenses anf alinatee vighte 
under patents. 


Taek of the Interim igreecents provided that the 
eontinwing rights and licenses sheald be non-exelusive 
free of quantity limitations and free of evstener lini te- 





tiens (exeept where licenses were te sell te assceiated 
eangaeties or the United States Government). Previsiens re- 
ist — te eonbined vireless tel amt telecreph ship 

wufer whieh one y wes licensed to namnfacture 
ona the tna’ bo ioe and gull vewe aseiTiee 60 tit 
cach. galt wp. ceupaiteln ieeineal consed. 


The Inmteriz igreezents cancel important previsions 
of the 82 and related agreevents, nasely: 


(a) the right of each party te sue for infringe 
ment under patents of the other, 


(e) covenants by the parties to settle inter- 
ferenees involving inventions within the seope ef 
the agreements, 


(e) covenants by each party to perait the ether 
to nawe teehnieal inferration, 


(4) covenants by each party tc sell to the other 
eon a most favored custorer basis, ani 


(e) covenants by each party to enfeavor te ettainz 
pi en inventions unter whieh the other party is 
feensed or to perzit the other party te obtain sush 
patents. 


By the attsered letter agreerert of ipril 2 7 
between the aT 47, vesterr and 7A, it was agreet thet 
licensing rights woul be cut off as of December 31, 190. 


*ffeetive —— 1, 1955, <estern and VYestinghouse 
entered into the attaehe4t license agreenc at wich completely 


superseces A2 arn’ the relate! agreenents, anf active negotia- 
tions with ‘Ca ant CE are proceeding. 
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AMERICAN TELEPHONE AND TELEGRAPH COMPANY 


195 BROADWAY. NEW YORK 7. N.Y 


EXETER 3-1000 


February 11, 1958 


Hon. Emanuel Celler, Chairman 
Judiciary Committee 

House of Representatives 

Washington, D. C. 


Dear Mr. Celler: 


Section X(A) of the Final Judgment in United 


States v. Western Electric Company, Inc. and American 
Telephone and Telegraph Company provides, in part, for 


the licensing of all applicants under Bell System patents, 


", . » such licenses (1) to be royalty-free, 
to persons other than the other parties to 
the B-2 agreements, under all Bell System 
patents (other than patents of Teletypesetter 
Corporation) issued prior to the date of this 
Final Judgment, under which licenses or sub- 
licensing rights were exchanged between the 


defendants and such other parties to the B-2 
agreements, . .« Underlining added. 


This will confirm my oral advice to counsel for 






the Antitrust Subcommittee that very shortly after entry 
of the Judgment, the defendants concluded that it would 

be administratively impracticable to delineate between 
patents under which rights were, and were not, exchanged 
under the B-2 agreement, and that therefore the underlined 


language should be taken to include all Bell System patents 
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Hon. Emanuel Celler - 2 


(except Teletypesetter's) in existence on the entry of the 
Judgment. I should, perhaps, add that the Department of 
Justice was promptly informed of this conclusion. 


Yours very truly, 
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aa A, 
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On >? 


ete 
TO 


[iv [¥o- 


i are of by inserting in the third line of IV(A)(1 


January 9, 1956 


Mr. Moulton: 


after 


The Teletypesetter problem can be Cana} taken 
‘(other 


the words "Bell System patents," the following: 
ten patents of Teletypesetter Corporation)." 


Minority stockholders, the Gannett interests, 
own 18% of Teletypesetter Corporation and it has 27 out- 
standing patents on automatic typesetting equipment. We 
shall be required to dispose of our interest in this com- 
pany under the provisions of Section IX of the Judgment. 

A requirement that we license royalty-free under Type- 
setter's patents would undoubtedly result in a claim of 
the minority that we have wasted the assets of Typesetter, 
and possibly would cause litigation between us, and would 
make it difficult to dispose of the company. Consequently, 
it should be sufficient to subject Typesetter patents only 
to the obligation to license at reasonable royalties. , 


It is not unlikely that the Department, after 
a careful study of Section Iv(A) over the weekend will 
suggest_a change to eliminate. an apparent inconsistency 
between the scope of the licenses we are required to 
grant _ro = under IV(A)(1) and the scopé of the 
royalty-free grantback we mand from the B-2 parties 
under the provisions of IV(A)(2). This can be remedied 
either by deleting the language "under which licenses or 
sublicensing rights were exchanged between the defendants 
and such other parties to the B-2 agreements" in IV(A)(1), 
or adding the same language at the end of IV(A)(2). 





wesc. Brown. 
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Il. INTERROGATORIES Z?d d/ 


1, Question: When did the Bee agreements expire? 


Answer: By modification agreements executed in 1°51 
all [Provisions of the Be2 agreements, other than licenses, 
rights to grant sublicenses, and rights to grant releases 
for past infringement, were at that time "terminated" (in 
the case of General Electric and Westinghouse Flectric 
Corvoration) or mutually and irrevocably "waived" (in the 
case of Radio Corporation of America). This cut short 
the operation of the agreement in many respects at an 
earlier date than was provided under the terms of the 
agreement. Furthermore, notice of termination under the 
provisions of Article XIV of the Substitute License Agree- 
ment (B2) was given by AT&T on January 2, 1952, effective 
January 1, 1955. 


2. Question: Are any patent rights under the B-2 


* 


agreements still operative’ 


r 


Answer: Yes. 





3. Question: Does AT&T have the right to sublicense 
PCA patents up to 10779 


Answer: No. AT&T mav grant certain sublicenses up to 
midnight ‘ecember 31. 1960 under RCA patents on inventions 
made before January 1, 1°55, and the sublicenses may be 
effective for the lives of such patents. 


1, Question: “nder the specific lLancuace of the decree, 
is not Fhe score of the royalty free licenses that AT&T 
4 


s required to rrant to the B=? parties narrower than the 
score of the royalty free licenses that AT&T can demand 
from the F-2 parties under the provisions of X(A)(2)? 








2956 CONSENT DECREE PROGRAM—-DEPARTMENT OF JUSTICE 


rn 
-c- 


Answer: No. While there is a difference in wording, 
there is no difference in effect. The basic question is 
whether there were any Bell System patents in existence on 
January 24, 1956 under which licenses or sublicensing 
rights were not exchanged between the defendants and 
other parties to the Be2 agreements. It is very doubtful 
that there were any such patents, and, as Mr. Moulton 
stated in his letter to Mr. Celler dated February 11, 1958, 
"the defendants concluded that it would be administratively 
impracticable to delineate between patents under which 
rights were, and were not, exchanged under the B-2 agree- 
ment, and that therefore the oer et language [ relating 
to royalty-free licenses to the Be2 parties} should be 
taken to include all Bell System patents (except Teletype- 
setter's) in existence on the entry of the Judgment." 


5. Question: Was this inconsistent coverage of royalty 
free licenses among the B-2 parties ever discussed with 
the Department of Justice representatives in the negotila- 
tions that led up to the decree? 


Answer: No, because if there was an inconsistency 
it was apparent and not real. 


6. Question: AT&T was aware of this inconsistent treat- 
ment prior to the entry of the decree, was it not? 


Answer: AT&T was aware of the difference in language 
and presumably so was the Department of Justice. 


te question: Did anyone from AT&T ever point out to 
the Government this inconsistency? Why not? 


Answer: See above. 
8. Question: Was this matter ever raised by any of 
the other Be2 parties after the consent decree was 
entered and became public? 

Answer: No. 
9. Question: Is this one of the reasons that AT&T 
decided, after the decree was entered, to make all of 
its predecree patents royalty free? 


Answer: No, 
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It. DOCUMENTS 


GRANTBACKS (B) 


DRaFT v = 


SnsDING ROYALTY RATES IN CROS8-LICFuSE aGREEMENTS 


The negotiction of cross-license ugreements will 
always involve shading or eliminction of royalties, the level 
of royalties being determined by the vae’ue of tne licenses 
exchanged. By "value" whet is meant is the worth of an 
applicant's present und future patent position in relation 
to the kina and number of equipments for which we are 
licensed under his petents anc the worth of p.tents issued to 
us after 1/23/56 in reletion to the number and kinds of 


equipments for wnich he is licensed.* 


The level of royalties negotiated must necessarily 
depend on the appraisal of velues flowing both ways and in 
our case the Lecree requires that the royalties be non- 
discriminatory as between licensees whose licenses are granted 
subsequent to the date of tne Decree. In order that differences 
in royulty rates chargea to different licensees in cross- 
license agreements shall not be deemed discrimin:tory, the 
Decree re,uires us to make a Done fide estimute of the value 
of the licenses exchanged. 

an estimate is "bona fide" if it is the result of the 
judgment of one competent to make tne estimate and who con- 
siders in good faith all information reasonably accessible to 
him relevant to the judgment. It is not <~ requirement that 
the estimate be correct in the sense thet it must be in 
* It is assumed that while we nave « right to demand 

licenses in return for a license under pre-Decree 


patents, these patents have no trading value in 
negotiating cross-license sgreements. 
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agreement with the cctual state of affairs subsisting at the 
time of the estimate. What is necessary is thet the value of 
the licenses shall be judged by competent people, thet all 
relevant reusonably accessible facts be examined and weighed, 
and that the appruisel of the velues be done in good faith. 

In order thit we may be in a position to substantiate the 

bona fide character of the estimite of value and the ensuing 
royalty rates, it is essential that persons meking the estimate 
examine the facts pertinent to tne situction and their observa- 
tions and conclusions be recorded. This memorandum is an 
attempt to state the kinds of facts or other information 


which should be examined. 


as to the value of our licenses to aun applicant, we 
are in the process of appraising our own future patent position 
by (1) a study of approximately 500 of our 2,000 U.S. applica- 
tions on file, and (2) an appraisal of the nature and extent 
of our continuing researcn and development work. The factors 
being considered in the appraisal of our future patent position 
are given in appendix a. This study will be used to set «# new 
level of standard royalty rates representing what we believe 
to be the value of our future patents to an applicant from 
whom we do not receive a gruntback. The new level of standard 
rates will serve as the point of depurture for shading rates 
to reflect any unbalance in our fzuvor in the value of the 
licenses we grant versus those we receive.* 
* dhere the situation is reversed, both sides might pay 


royalties or we might receive 4 reduced rate in con- 
sideration of a royalty-free grant to the other purty. 
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The value of the licenses we receive from an applicant 
must be based upon a bona fide estinute of the velue of his 
present and future putents in relation to the equipments for 
which we are licensed. The value of an applicant's patents 
in force can be determined within some reesonable degree of 
accuracy; the value of his future patents can only be appraised 
from the nature and extent of his development and research and 
their relationship to our business. sheet is said above applies 
with equal force, vis-a-vis the gpplicant, to the value of our 
patents in his business; what is being sought is a balance of 


Velues flowing both ways in rights or money or both. 


There is & large body of precedent ane” practice avail- 
able relative to an appraisal of isgmaédipatents. These ap- 
praisals lead to the conclusion of what tne economic vuiue is 
to us to settle an infringement or avoid an infrinzement and 
serve os u base in negotiating the price of a license. Such 


procedure need not be discussed in detail here. 


Whereas the evéluation of licenses uncer the present 
patents of an applicant presents some problems, the evaluation 
of his future patents, or more properly his future pitent 
potential, in meeting « charge of discriminetion for credits 
given the cross-licensee is more aifficult. “Zhe only means 
we heve for such evaeluation is the history of pust inventive- 
ness of the applicant, including our interest in his present 
patents and a judgment of his future inventiveness which 


might flow out of his research and development work in areas 


26086 O—5S—pt. 2, vol. 2 37 
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where we have & real interest. Such us juigment can be made 

by scientists and engineers working in the areas involved. 
Appendix B outlines the factors which should be considered in 
evaluating tne future potential of an applicunt. It is 
important to document the factors considered from wnicn the 
experts’ conclusions are drawn. The judgments of the experts 
based on bona fide estimates ure intended to lead to con- 
chAtsions on the degree of importance of future invention in 

the areas of our interest in which the inventions might impinge. 
These judgments, together with tnose relating to the licensee's 
present patents ena to our future p:tent position, will heve 

to be integr.ted with other fuctors, such is the nueture and 
volume of tne applicant's business anc any other factors arising 
in o particular case which wouli bear on the benefits flowing 
botn ways from the use of the patents. Factors to be considered 
in such an integration applying both to the applicant's present 
and futures and to our own futures are the nature and volume 

of product likely to be affected, probable economic values of 
invention in terms of sevings, performance snd mrketability, 
cost to avoid in terms of delay, design effort, and resources 
available to both sides in the way of manpower and facilities 
for development of alternatives. Obviously, numerical values 
Cannot be assigned to these judgments cnd no balance sheet can 
be set up which equates numerically our future patent position 
to tne estimeted values of the applicunt's present ani future 
patent position. However, mature and expert consiueration of 


relewant factors can lead to fair and supportable conclusions 
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as to the reasonableness and non-discrinination of the terms 
we negotiate. 

At this point it might be well to review some phases 
of our present licensing in obtaining non-exclusive licenses 
under patents of those whom we might expect to own or control 
important inventions. We have been in the main successful in 
getting royalty-free licenses in exchange for royalty-free 


licenses wider our patents and in most cases have also receive 





royalty payments. In addition to the freedom resulting from 
a license to employ the best techniques in our designs and 





manufacture, the royalty-free aspect of a license has other 
valuable consequences. The studies by our patent attorneys 
necessary before releasing new designs for manufacture are 
greatly simplified because the patents of our licensees wmder 
which we are licensed royalty-free can be ignored. Probably 
the most important consequence, other than the freedom for 
design where we receive royalty-free licenses, is that we 

on lw scientists and engineers of our licensees to have 
very close liaison with our own without dangerof being held 

up by an invention inspired by these contacts. The Labora- 
tories regard these contacts as having great value in their work 
since they contribute to advancing thebarriers of science and 
important engineering techniques and supplement itspolicy of 
liberal scientific publication. It seems clear, however, that 
unless we can continue to obtain royalty-free licenses from 
important companies there will be real dangers in continuing 
this scientific liaison as in the past. Our licensees have been 


quite as free as ve in discussing their developments (within 
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Limitations imposed on doti sides for mutual putent protection), 
knowing our policy of voiunterily revising ters of our con- 


tracts to give furtner crecit for tre Licensee's accomplisimrnts. 


In order to negotiste ugreevents, us we reve witi 
Many comoinies, we recognized tiit it wes essentiul to m.Ke é& 
reclistic copraisel which wouls reflect tre vilues o°% tre 
licenses .n to evoid giving vetter terris, rel. tively, to one 
Compeny tran to i.notner. Only in this wouy couls we be sure we 


couli meintcin scientific liuison unc to renezotiaute new .zree- 


ments on the terminction of tie oli ones. »¢ hive, t-erelrore, 


Fetes 





-cyuirecewiae knowleaze of tie development an. researc 
nn Ltt a, 


Cerrtied on by most ot tne importent comunicetion sr nufectirers 


of tne world w.icn cen serve is c sSteri_rd of values to witch 


we cun refer the potential of on cpplicent unser tne vecree. 
Since the terms of trese cyreenents were orriveu ut by arms- 
lengtn negotiation in the iignt of objectives wiics could not 


heave been reclized if tucre wes .ny discrimin.ticn, it seers 


——— 


tnet we can evoid discriminction is ‘to new applicant 
as A a 

comp.ring his petent position, bused upon u hone fice estimte 
——e— = 70. : 

of it, with tnt of tne comyenies of whicn we hive a sreut 


ceul of information and setting ter:s como ruble witn trose 

given in the pest for compinies 92° similer stuture. It «oes not 
scem possible to assign an «xtrinsic vilue to tie future potenti.l 
of one apolicent inuependent o7 unrel.te.a to trat of enotner. 

a Classification of present Licensees can be used us a 


Stuendera to mecsure t’:¢ potem*iul velue to us of a new 
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applicant and rates set consistent with.tre rates in these 


existing ugreements. 


It is not implied tinct this stendard is unchangecble. 
AS a matter of fact, ttrough constant interenange of visits 
between ourselves and licensees continuing revaluation is 
going on and it is only necessary to collect the experience 
of our scientists and engineers ifter any given interval to 
revalue « given compeny's position. se can, therefore, group 
our present cross-licgensees in the lignt of not only these 
experiences but the use, if «eny, which we m.y be making of 


tneir petents. 


EJK - 4/30/56 
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February 23, 1956 F i, 


SPERRY GYROSCOPE COMPANY Oe 


MFMORANDUM 


Mr. S. C. Yeaton of the Sperry Rand Corporation 
visited Mr. Gosnell and Mr. Merwin for a discussion of 
the consent decree and its effect on a proposed new cross 
license agreement on February 20, 1956. Mr. Kane, Mr. 
Wolf and Mr. Dunn were also present for part of the 
discussion. . 


Following a discussion of the consent decree, 
Mr. Yeaton's four letters of February 9th were discussed 
as noted below: 


As to adding certain Stanford patents to the 
June 27, 1951 agreement, it was agreed that we 
would not add these patents to our agreement but 
if later we desire such licenses we can obtain 
them at the same 3% royalty. 


We advised Mr. Yeaton that our options to Sperry 
Rand do not extend beyond June 27, 1956, and while 
they could exercise them if they wished, the 
licenses involved would be subject to royalties 

as called for by the option. Mr. Yeaton will 
probably decide to make a new request for the 
licenses covered by the option with such a 

request to come under the terms of the consent 
decree. 


With respect to the proposed transistor agree- 
ment, we informed Mr. Yeaton that the same agree- 
ment was still available subject to possible small 
modifications in language and royalty-free licenses 
under patents existing as of January 23, 1956. 

If his technical people desire access to the 
Laboratories as well as the right to attend 
symposiums, such rights can be obtained by 

signing our usual agreement and making the 

$25,000 payment. 


There was also a discussion of the proposed 

traveling wave tube license, and we pointed 

out that the principal change in our proposal 

would be that licenses would be royalty free 

ae patents issued on or before January 24, 
56. 
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In a discussion of technical information under 
the consent decree, we explained that such information 
was limited to apparatus that is provided by Western to 
the Bell Operating Companies and also limited to Western 
information as defined (excludes Bell Telephone Labora- 
tories’ information end information on processes and 
machines). Thus any technical information furnished 
under the decree would be much more limited than that 
which is furnished in connection with the transistor 
agreement. 


As Mr: Yeaton asked if we had a list of Bell 
System patents, he was handed a list of Bell System 
Owned United States Patents in Force on January l, 1956. 


Mr. Yeaton is still considering the advisability 
of requesting a license separately for transistors and 
traveling wave tubes as his technical people are anxious 
to be in a position to carry on tovo-level techmical dis- 
cussions with the Bell Laboratories. We pointed out 
some of the advantages of going ahead with a new broad 
cross license agreement which vould include ratents 
which have issued since the June 27, 1951 agreement as 
well as future patents. The Sperry people still have 
some questions as to including future patents but 
realize that they will have to do so if they wish access 
to the Bell Laboratories. Mr. Yeaton planned to consider 
the whole matter further and told us that we would hear 
from him in the near future. 


“wn 


AIUS W. MERWIN 
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April 5, 1956 


MEMORANDUM 


Mr. E. J, Kane, Mr. R. W. Gosnell and Mr. G. W. 
Merwin visited Mr. F. J. McNamara and Mr. F. C. Sterck 
of the Remington Rand Division of the Sperry-Rand Corporation 
on April 4th for a further discussion of the proposed 
license agreement. 


Mr. McNamara said that the scope of the license 
desired by the Remington Rand Division under our patents 
was for data processing systems as contained in the license 
draft previously submitted. They would like royalty-free 
licenses under all of our patents as of January 23, 1956 
pursuant to the Final Judgment end he hoped that it would 
be possible to work out a royalty-free exchange under future 
patents and in this connection he mentioned some discussion 
between Dr. Kelly and-Mr. Rand. Mr. Kane questioned whether 
a royalty-free license to them under our patents could be 
justified and stated that we had to watch all of our licenses 
from a discriminatory angle and that this was particularly 
true in view of our present arrangements with I.B.M. From 
our discussion it developed that Mr. McNamara would like 
the licenses extended on a world-wide basis, and Mr. Kane 
stated that any licenses to manufacture outside of the United 
States were not subject to the Pinal Judgment and that we 
would doubtless expect to receive royalties for such 
licenses. 


There was a brief discussion of our negotiations 
with Mr. Yeaton with respect to future rights under our 
patents desired by the Sperry Division. We pointed out 
that the chief stumbling block had been the question of 
a grant back to Western under Sperry-Rand's future patents 
and also some question as to the inclusion of rights under 
the patents of their subsidiaries. We pointed out that in 
any agreement that we made we would wish a grant back under 
all of Sperry-Rand's patents and not limited to the patents 
of one division. Mr. McNamara saw no reason from their 
standpoint why the grant back could not be extended under 
all of their future patents but told us that he would like 
to discuss the question further with Mr. Vickers. 





CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 2967 


2- 


There was also some discussion of a long pending 
patent interference involving one or more Bell Laboratories’ 
patent applications in the name of Williams. 


The matter wes left that we would sive further 
consideration to the question of terms of the proposed 
license 2s we were in the process of reviewing our royalty 
rates that will apply to future patents. Mr. Kane stated 
that he hoped to have the matter rounded up by the end of 
the month and sometime after that we would like to consider 
the licenses desired under our patents by both divisions 
of the Sperry-Rand Corporation. 


Piece 
AIUS W. MERWIN 
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Ill. INTERROGATORIES 





Ba peest tan! It is true, is it not, that the principal 
function of the estimate (of the applicant's future 
patent potential) is to limit the adjustment, or 
elimination, of standard royalties which AT&T can grant 
to the applicant without discrimination among applicants? 


Answer: Yes. 


33 pees then: The principal function of the estimate is 
not to assure that the licensee gets the full value of 
his grantback in the form of royalty concessions, is 
that not true? 


Answer: Yes. A licensee can always insist on the 
payment of reasonable royalties for his grantback, to 
be fixed by the court. 


3. Question: It is true, is it not, that many of the 
developments, inventions and processes used by the Bell 
System in its communications business have been originated 
outside the Bell Laboratories? 


Answer: It is true that many of the devclopments 
and inventions used by the Bell System in its communications 
business have originated outside the Bell Laboratories. On 
the other hand, it is also true that most of the significant 
developments and inventions used by the Bell System in its 
communications business have originated within the Bell 
System, and that for the most part the equipments incorporat- 
ing such inventions and developments and used by the Bell 
System in its communications business have been designed 
and developed by Bell Laboratories. 


4. Question: In your operations under the decree, must 
an applicant give AT&T a grantback of its future patents 
before AT&T wili grant the applicant access to consulta- 
tions and information from the Bell Laboratories? 








CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 2969 


-Le@ 


Answer: At the outset it should be made clear that 
access to Bell Telephone Laboratories on current research 
and incomplete developments is not granted under the 
terms of the decree, 


Generally speaxing, freer access to the Bell 
Laboratories is accorded companies which have granted the 
Bell System licenses under their future patents. This is 
because the disclosure of newly explored subjects at the 
Bell Laboratories may stimulate the making of inventions 
by others based on such disclosures, and it is therefore 
important that the Bell System have licenses of sufficient 
scope to include such inventions. As to some subjects 
and under some circumstances, however, information on 
current research or incomplete developments is made avail- 
able to technical personnel of other companies without 
regard to whether such companies have granted licenses 
to the Bell System. 


5. Question: Was the provision in the decree requiring 
applicants under the decree to grant back licenses under 
their own patents a condition insisted upon by AT&T dur- 
ing negotiations if there were to be a consent decree? 


Answer: In the negotiations the defendants tcok the 
position that they should not be required by the decree 
to grant patent licenses to an applicant unless the 
applicant was willing to give the defendants a grantback 
under its patents at a reasonable royalty. The importance 
of this to the user's of communication services was ex- 
plained to representatives of the Department of Justice 
and such a provision was included in the initial draft 
of the consent decree submitted by the defendants. At 
the instance of the Department of Justice this provision 
was modified and limited as provided in the decree. 











2970 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


IV. DOCUMENTS 


GFRANTBACKS (Score) 


A fr [ {= January 16, 1958 


Scope of Grantbacks 


With minor exceptions, all grantbacks received 
by Western Electric Company and American Telephone and 
Telegraph Company since the Final Judgment have been for 
equipment useful in furnishing common carrier communica- 
tions services or for equipment of the kind which Western 

“ furnishes to the United States government. The princi- 
pal exception relates to sound recording and reproducing 
equipment of interest to Westrex Corporation and for 
which we obtain licenses because it seems reasonable to 
get for that company, until it is sold, patent rights 
useful in-its business. Apparently, the only other 
exception is a cross-license agreement, in settlement 
of an interference, for a tick-tack-toe machine used 
as a lecture aid in explaining to the public the 
general principles of electronic switching. 


Details as to the equipments covered in each 
grantback will be set forth in the tabulations of the 
licenses granted under the Judgment. 
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IV. INTERROGATORIES 


1. Question: Has AT&T or Western ever demanded or taken grant- 
backs from its licensees other than for equipments useful in 
furnishing common carrier communications services? 

Answer: We have not "demanded" a grantback for such equip- 
ments in the sense of making the receipt of such a grantback 
a condition to granting licenses under Bell System patents 
pursuant to the decree. On the other hand, on occasions we 
have asked for and received grantbacks that include equipments 
not useful in furnishing common carrier communications ser- 
vices. Principally such equipments have been of a kind which 
Western furnishes to the United States government. 


2. Question: Does all of AT&T's work for the Government involve 
equipment that is useful in furnishing common carrier communica- 
tions services? 


Answer: No. 


3. Question: Does not some of AT&T's work for the Government 
involve processes and machinery which is not useful in furnish- 
ing common carrier communications services? 


Answer: Yes. 


4. Question: Does AT&T demand or receive a grantback covering 
this latter type of equipment? 


Answer: As stated in answer #1 above, such a grantback has 
never been "demanded" but in some cases has been received. 


a uestion: When AT&T takes a grantback related to equipments 
ased in Government contracts, it secures rights which are valuable 
for commercial uses and which can be utilized for commercial pur- 
poses, does it not? 
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Answer: In view of the provisions of Section IV and V 
of the decree, a grantback related to such equipment (and 
which is not useful in furnishing common carrier communica- 
tions services) can hardly be “valuable” to the Bell System 
for commercial use (i.e., non-governmental and non-common 
carrier communications services). Such rights can not be 
utilized for commercial purposes because of these provisions. 


Question: Does Section X authorize Western to demand this 
type of grantback from its licensees? 


Answer: No, and we do not in fact demand a grantback for 
this type of equipment. 


Question: The decree does not provide for an exclusion of 
Westrex patents from the compulsory licensing provisions as it 
does for Teletypesetter Corp., does it? 


Answer: The decree does not exclude Westrex' patents from 
its Compulsory licensing provisions. 


8. Qeesiias: Does the decree authorize AT&T to take grantbacks 
for e benefit of Westrex? 


Answer: There is nothing in the decree which in any way 
relates to the types of equipment for which AT&T can accept grant- 
backs that the other party is willing to make; that is to say, there 
are no provisions in the decree which either “authorize” or forbid 
the taking of grantbacks. As explained above, the only equipments 
for which we have demanded grantbacks are those specifically 
authorized by Section X of the decree. We have occasionally 
accepted, but not demanded, grantbacks for sound recording and 
reproducing equipment of a kind distributed by Westrex. 


9. Question: Does the decree permit AT&T to insist upon a 
grantbac rom an applicant for the business of Westrex as a 
condition to the grant of a license under AT&T patents? 


Answer: No. 
10. Question: Was the problem of obtaining a grantback for 


Westrex business discussed in the negotiations for the consent 
decree? 
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3. 


Answer: There was no specific discussion of a grantback 


for Westrex. 


- 
‘ 
+ 


ll. Question: Since entry of the decree has AT&T advised the 
Justice Department that it is securing grantback licenses for 
patents of interest to Westrex but which are not useful in 
furnishing common carrier communications services? When? 


Answer: No. as there has been no occasion for doing so. 
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V. DOCUMENTS 


GENERAL DyNAMICS CorP. 


February 23, 1956 


GENERAL DYNAMICS CORPORATION 
445 Fifth Avenue 
New York 22, New York 


Attention: Mr. T. L. Bowes 
Stromberg-Carlson Division 


L Re: Five Patent License Agreements dated 
July 1, 1955 between your Company and 
Western Electric Company, Incorporated 


Gentlemen: 


On January 24, 1956, a consent judgment was entered 
in the government antitrust suit against this Company and 
American Telephone and Telegraph Company which disposed of the 
suit without trial or adjudication of any of the issues. En- 
closed are Section X and the related definitions, which are 
the provisions of the decree relating to patent licensing. 


You will note that under subsection (F) you may can- 
cel any of your existing licenses from us under patents of the 
United States and you may obtain new patent licenses by apply- 
ing under subsection (A). By making written application to us 
for licenses for specified equipment you can obtain royalty- 
free licenses under all Bell System United States patents 
(other than patents of Teletynesetter Corporation) issued 
prior to January 24, 1956 and also, if you wish, licenses 
under our future patents on reasonable terms. Such licenses, 
fat our election, may be conditioned uvon your granting to us 
i: licenses in accordance with the terms of the decree for any 
equipment that we may designate, 


As we understand from Mr. Bowes that you wish to 
complete our pending negotiations for a cross license agree- 
ment to replace the present agreements, it would seem to us 
that the next step in this matter would be for us to continue 
- discussion carried on with Mr. Bowes on February 9, 1956. 

therefore, plan to telephone Mr. Bowes to arrange a mutu- 
aliy convenient date, 


Very truly yours, 


(Original signed by 
R. W. GOSNELL) 


VP:n Patent License Manager 
Enc. 


Copies to: Messrs. F. C. Childs 
HK. B. Santee 








Draft 
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(Tentative; for purposes of discussion) 


LICENSE AGREEMENT 


BETWEEN 


Western Exvecrric Company, INCORPORATED 


Genera, Dynamics CoRPORATION 
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LICENSE AGREEMENT 

Effective as of the lst day of January, 1956, WerstreRs 
Evecrric Company, [xcorporatep, a New York corporation 
(hereinafter called **Western’’), and GENERAL DyNamics 
Corroration, a Delaware corporation (hereinafter called 
**Dvnamics’’), agree as follows: 

ARTICLE 1 
Grants Or Licknsts AND IMMUNITIES 
Section 1. Western grants to Dynamics, under 


Western’s patents, non-exclusive licenses for the following 
equipments, as defined in Article IX hereof: 


system amplifiers 


) 
(2) system loudspeakers 
) horns 

) networks 

(5) system microphones 

(6) phonograph pick-ups 

(7) voice frequeney transmission systems 

(8) loudspeaking telephone intercommunicating systems 
(9) telephone station systems 

(10) distance actuation, control and indication systems 
(11) servo systems 

(12) carrier current systems 

(13) radio communication systems 

(14) radio broadcast reception systems 

(15) radio indication systems 


(16) switching systems 
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(17) accounting center systems 

(18) data processing and computing systems 

(19) testing and measuring equipment 

(20) cathode ray tubes 


(21) toroidal coil winding machines. 


Section 2. Notwithstanding the royalty provisions of 
this agreement, Western grants, under patents issued in 
countries other than the United States and owned or con- 
trolled by Western, American Telephone and Telegraph 
Company, a New York corporation (hereinafter called 
‘*American’’), or their subsidiaries, ruyalty-free immunity 
relating to the sale or use in such other countries of 
equipment manufactured under the licenses granted herein 
under Western’s patents issued in the United States. 


Section 3. Dynamics grants to Western and American, 
severally, under Dynamics’ patents, non-exclusive, royalty- 


free licenses for the following equipments, as defined in 
Article 1X hereof: 


(22) voice frequency transmission systems 





(23) broadband wire transmission systems “ 

(24) station systems 

(25) distance actuation, control and indication systems « 
(26) carrier current systems - 

(27) radio communication systems . 
(28) radio indication systems - 

(29) switching systems 

(30) accounting center systems 

(31) data processing and computing systems. ° 


Section 4. The licenses acquired hereunder for any of 
the equipments specified in subdivisions (7) to (19), in- 
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clusive, of Section 1 of this Article I, or in subdivisions 
(22) to (31), inclusive, of Section 3 thereof, shall include 
licenses under the patents of the grantor for combinations 
of any or all of such equipments for which the grantee is 
thus licensed. The term ‘‘equipments,’’ used hereinafter, 
includes any such combination licensed hereunder. 


Section 5. Except as provided in Article V hereof, all 
licenses acquired hereunder shall continue for the entire 
terms that the respective patents under which they are 
granted are in force, or for that part of such terms for 
which the grantor has the right to grant such licenses. 


Secrion 6. (a) ‘‘Western’s patents’’ means all United 
States and Canadian patents issued at any time for inven- 
tions made prior to January 1, 1961, with respect to 
which inventions American, Western, or any of their sub- 
sidiaries, now has or shall at any time prior to said date 
have the right to grant the licenses and rights which are 
herein granted by Western, to the extent to which any 
such company has the right to grant such licenses and 
rights. 


(b) ‘‘Dynamics’ patents’’ means all United States and 
Canadian patents issued at any time for inventions made 
prior to January 1, 1961, with respect to which inventions 
Dynamics, or any of its subsidiaries, now has or shall at 
any time prior to said date have the right to grant the 
licenses and rights which are herein granted by Dynamics, 
to the extent to which any such company has the right to 
grant such licenses and rights. 


(c) The patents referred to in subdivisions (a) and (b) 
of this Section 6 shall exclude those issued on inventions 
made by employees of any subsidiary of either party here- 
to or American exclusively engaged in the performance 
of contracts with the Atomic Energy Commission of the 
United States of America. 








CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 2979 


Section 7. (a) Subject to the provisions of paragraph 
\¢c) of this Section 7, the grants of the licenses acquired 
aereunder by the parties hereto and American include the 
right to grant sublicenses within the scope of such licenses 
to their respective associated companies. Such right of 
either party or of American may be exercised at any time 
during the period for which such a license acquired here- 
under by such party or American, as the case may be, 
continues in force. Any sublicenses granted under this 
Section 7 to any present associated company may be made 
eifective, retroactively, as of the effective date hereof and 
any sublicenses to any future associated company may be 
made effective, retroactively, as of the date when such 
company became an associated company. 


(b) If within one (1) year from the date of execution 
hereof Northern Electric Company, Limited, a Canadian 
corporation (hereinafter called ‘‘ Northern’’), and The Bell 
Telephone Company of Canada, a Canadian corporation 
(hereinafter called *‘ Bell of Canada’’), execute and deliver 
to Western and American, respectively, instruments by 
which Northern and Bell of Canada effectively subject to 
this agreement, as of the effective date hereof, their patents 
and those of their subsidiaries, issued at any time in Can- 
ada, for inventions made prior to January 1, 1961 with re- 
spect to which and to the extent to which they or any of 
their subsidiaries shall, at any time prior to January 1, 
1961, have the right to grant licenses and rights of the same 
character and scope as are herein granted by Western, and 
grant under said patents releases of the character provided 
in Section 6 of Article IV hereof, then 


(i) Dynamics shall have, as of the effective date 
hereof, under said patents of Northern, Bell of 
Canada and their respective subsidiaries, licenses 
and rights of the same character, scope and dura- 
tion, and for the same equipments, as those herein 
granted to Dynamics by Western, and 
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(ii) said patents of Northern, Bell of Canada and their 
respective subsidiaries shall be deemed to be in- 
cluded in ‘*‘Western’s patents’’ for the purposes 
of applying the term ‘‘apparatus subject to roy- 
alty’’ as defined in Section 3 (b) of Article III of 
this agreement; and 


(iil) subject to the provisions of paragraph (c) of this 
Section 7, Bell of Canada and its subsidiaries shall 
be deemed to be present associated companies of 
American, and Northern and its subsidiaries shall 
be deemed to be present associated companies of 
Western, except for the purpose of releases 
granted in Section 5 of Article IV hereof under 
Dynamics’ patents issued in the United States. 


Western shall promptly notify Dynamics in writing of the 
execution and delivery of any such instruments by North- 
ern and Bell of Canada. 


(c) No right is granted hereunder to Western or Amer- 
ican to grant sublicenses to Northern or Bell of Canada 
or any of their subsidiaries under Dynamics’ patents is- 
sued in the United States. 


ARTICLE II 


GENERAL Provisions Retatine To Licenses 
Anp SUBLICENSES 


Section 1. The licenses acquired by the respective gran- 
tees in Sections 1, 3 and 4 of Article I hereof for the 
equipments therein specified are licenses to make, have 
made, use, lease and sell such equipments. Such licenses in- 
clude the right to maintain such equipments, to practice 
methods and processes involved in the use of such equip- 
ments and to make and have made, to use and have used, 
and to maintain machines, tools, instrumentalities and ma- 
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terials, and to use and have used methods. and processes, 
“jn so far as such machines, tools, instrumentalities, mate- 
rials, methods and processes are involved in or incidental 
to the development or the manufacture of such equipments, 
the term ‘‘imanufacture’’ including installation, testing and 
repair. Such licenses do not extend to any other instru- 
mentality or combination or to any method or process 
involved in the use of such equipments in combination with 
any other instrumentalities. 


Section 2 Western and, except as stated in Appen- 
dix I attached hereto, Dynamics each warrants that there 
are no commitments or restrictions which will limit the li- 
censes and rights granted by it in this agreement under 
patents issued at any time on inventions owned at any time 
between the date hereof and January 1, 1961, by it or 
any of its subsidiaries (and in the case of Western’s 
warranty, by American or any of its subsidiaries). 


Section 3. The parties hereto and American shall each 
acquire rights to inventions, made between the date hereof 
and January 1, 1961, which relate to the subject matter 
of licenses granted hereunder and are made, in the course 
of their employment, by its or its subsidiaries’ employees 
who are employed to do research, development or other 
inventive work, such that each licensee hereunder shall, 
by virtue of this agreement, receive in respect of West- 
ern’s patents or Dynamics’ patents, as the case may be, 
issued on such inventions licenses and rights hereunder 
of the scope and upon the terms herein provided to be 
granted to such licensee. Any inadvertent failure to ac- 
quire such rights shall not constitute a breach of this 
agreement. 


Section 4. Neither of the parties hereto nor American 
nor any of their respective associated companies shall be 
required hereunder to file any patent application or to 
secure any patent or to maintain any patent in force. 
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ARTICLE III 


Roya.ty 


Section 1. (a) Dynamics shall pay to Western royal- 
ties at the rates herein specified on each apparatus subject 
to royalty (as herein defined) 


(i) which is sold, leased or put into use by Dynamics 
while any licenses acquired hereunder by it with 
respect to such apparatus shall remain in force, or 


(ii) which is made by or for Dynamics while any such 
licenses shall remain in force and is thereafter 
sold, leased or put into use by it, 


such royalty rates to be applied, except as provided in 
paragraph (f) of Section 3 of this Article III, to the 
net selling price of such apparatus if sold for a considera- 
tion payable in money and in all other cases to the fair 
market value thereof. Such royalty rates are: 


Equipment Royalty Rate 


Accounting center systems ............ 
Carrier current systems 
NE eee rath nas ace dae aon 
TEE Ao a.5: a abiettnin es AAS a0 we 4 58 ep 
in earn au bok a onid ence nat base aah ae 
SN NT UN aie cio gone cws cudciee 
Data processing and computing systems 
Distance actuation, control and indication 
EL ts 46a Choe, GREE UE ash Cid vp 
PN titers « os Rauy 6b ods + setthoies aunen 
Loudspeaking telephone intercommuni- 
SE OE. 655s den csenwxias dune 
NN 6a ithe ot nde enw dete mies 
Phonograph pick-ups .................. 
Radio broadcast reception systems . 
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Equipment Royalty Rate 


Radio communication systems 
TIDE Sey. csten us ind <ene eek a 
WN UE 6.9.0 406 decades.) oteee ania 
FN oe gx sts 6 no Scag inca a 
Radio indication systems .............. 
a a er rr ee 
Switching systems 
FE Tins: sina datiine ahora ties tgiiee cae 
FE I inne adh sha dca 
I ilk tones iia 
TN ii iil ad 
SPN BI ans si6s nt nccernd bind 
System loudspeakers 
System microphones 
Telephone station systems 





eo biped es 6 @ © 2 @: 8 © 


Testing and measuring equipment ...... 
Toroidal coil winding machines 
Voice frequeney transmission systems 


(x) provided, however, that equipments and mainte- 
nance parts therefor sold or leased directly or 
indirectly to the Department of Defense of the 
United States Government, for which equipment 
the rovalty rate is marked with an asterisk (*) 
in the above tabulation, shall bear royalty at the 
rate of 1%; 


(xx) provided, further, that licenses under Western’s 
patents (other than patents of Teletypesetter Cor- 
poration, a Delaware corporation), issued in the 
United States prior to January 24, 1956, shall be 
royalty free with respect to equipments and main- 
tenance parts therefor made after January 23, 
1956; and 


(xxx) provided, further, that licenses under Western’s 
patents issued in the United States shall be 
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royalty-free with respect to each carrier current 
system (and maintenance parts therefor) of a 
design primarily adapted for, and made and sold 
or leased or put into use in the United States 
for, the purpose of extending telephone service 
directly from a telephone central office to the 
premises of one or more rural subscribers con- 
nected therewith, including service line sub- 
seribers, but not to or through another central 
office. 


(b) The royalty rate applicable to any combination of 
equipments for which licenses are acquired hereunder shall 
be the weighted average of the royalty rates applicable to 
the equipments of the combination. 


(c) The term ‘‘weighted average’’ means the royalty 
rate determined by dividing the sum of the rovalties com- 
puted on the fair market values of those equipments of a 
combination on which royalty rates are specified, treating 
each equipment as though it were subject to royalty at 
such rates, by the aggregate fair market values of the 
equipments having such specified royalty rates. 


Section 2. Any royalty payable to Western hereunder 
in respect of equipments or maintenance parts therefor 
which are apparatus subject to rovalty solely on account 
of any of Western’s patents issued in the United States 
and are sold, leased or put into use during the period be- 
tween January 23, 1956 and January 1, 1959 shall be 
reduced by an amount equal to sixty per cent (60%) there- 
of and any royalty payable to Western hereunder in re- 
spect of sneh equipments and parts which are sold, leased 
or put into use during the period hetween December 31, 
1958 and January 1, 1961 shall be reduced by an amount 
equal to thirty per cent (30% ) thereof. 
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Secrion 3 (a) For the purposes of this Article III, any 
manufacture by or for, or any sale, lease or putting into 
use by any subsidiary of Dynamics of apparatus subject 
to royalty shall be deemed to be a manufacture, sale, lease 
or putting into use, as the case may he, of such apparatus 
by Dynamies. 


(b) The term ‘‘apparatus subject to royalty’? means 


any equipment of the kind specified in Article I hereof 
and maintenance parts therefor which upon manufacture 
includes, or the manufacture of which employs, any inven- 
tion of any of Western’s patents in force at the time and 
in the country of such manufacture, or which includes 
when sold, leased or put into use, or the use of which 
cmploys when put into use, any invention of Western’s 
patents in foree at the time and in the country of such 
sale, lease or putting into use, other than patents under 
which a royalty-free license or immunity for such equip- 
inent and maintenance parts therefor has been acquired 
under this agreement. 


(ec) Only one royalty shall be payable hereunder in re- 
spect of any apparatus subject to royalty. Such royalty 
shall acerue upon the happening of the first transaction 
(manufacture, use, lease or sale) hereunder which involves 
any of Western’s patents by virtue of which the equip- 
ent, or inaintenance part, becomes apparatus subject to 
royalty, and such royalty shall become payable in accord- 
ance with the provisions of Section 5 of this Article III 
upon the first sale, lease or putting into use thereof. 


’ 


(d) The term ‘‘net selling price,’’ as applied to equip- 
inent which is apparatus subject to royalty, means the gross 
selling price of such equipment, as defined in Article IX 
hereof, in the form in whieh it is sold, whether assembled 
or disassembled, including, if sold therewith, all incidental, 
accessory and auxiliary parts and apparatus, but the fol- 
lowing items shall be deductible from such gross selling 
price to the extent that they are included therein: 
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(1) usual trade discounts actually allowed (other than 


eash discounts, advertising allowances, or fees or 
commissions to any employees of Dynamics or of 
any of its associated companies) ; 


(ii) packing costs; 


(iii) 


import, export and excise taxes; 


(iv) customs duties; 


(v) costs of insurance and transportation from the 


place of manufacture to the customer’s premises 
or point of installation; 


(vi) costs of installation at the place of use; 


(vii) 


(viii) 


costs of special engineering services not incident 
to the design or manufacture of apparatus sub- 
ject to royalty; and 


costs of the following: 


antennas which are included as parts of appa- 
ratus subject to royalty; external primary 
generators; storage batteries and their con- 
trols; distributing frames; and commercial 
types of testing and maintenance equipment 
(such as tools, gauges and meters) not an in- 
tegral part of apparatus subject to royalty; 


unless any of the foregoing items listed in this 
subdivision (viii) includes, or its manufacture or 
use employs, any invention covered by any of 
Western’s patents in force at the time of the 
manufacture, use, lease or sale of the apparatus 
subject to royalty. 


(e) The term ‘‘fair market value,’’ as applied to appa- 
ratus subject to rovalty, means the net selling price which 
Dynamics would realize from an unaffiliated buyer in an 
arm’s length sale of identical apparatus in the same quan- 
tity and at the same time and place as the transaction sub- 
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ject to royalty, provided, however, that it shall not be 
lower than complete cost plus the usual profit factor less 
the costs referred to in subdivisions (ii) to (vii), inclusive, 
of paragraph (d) of this Section 3 to the extent these costs 
are included in such complete cost and less the costs of 
the devices referred to in subdivision (vin) of said para- 
graph (d) included with such apparatus and not embody- 
ing one or more of the inventions covered by any patent 
under which Dynamies is licensed hereunder. Complete 
cost shall consist of all properly allocable direct costs and 
indirect expenses necessary or’ incidental to the design, 
manufacture or distribution of such apparatus as deter- 
mined in accordance with recognized accounting practices. 


(f) If sales of apparatus subject to royalty shall be 
made by Dynamics or its sublicensees or subsidiaries to 


(i) any company of which Dynamics is a subsidiary 
at that time, or 


(ii) Dynamics or a subsidiary thereof or any other sub- 
sidiary of a company of which Dynamics is at 
that time a subsidiary, 


royalty payable hereunder shall be computed on the fair 
market value of such apparatus subject to royalty. 


(g) If Dynamics or any of its subsidiaries, sells or 
leases in the United States for export to Canada, or vice 
versa, any equipment or maintenance part therefor, then 
each such country shall, for the purpose of this Article 
III, be deemed to be the country of the sale or lease. 


Section 4. Dynamics shall keep full, clear and accurate 
records with respect to apparatus subject to royalty on 
which royalty is payable hereunder by it. Western shall 
have the right through its accredited representatives to 
examine and audit at all reasonable times all such records 
and such other records and accounts as may under rec- 
ognized accounting practices contain information bearing 














2988 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


upon the amount of royalty payable to Western under this 
agreement. Prompt adjustment shall be made by the 
proper party to compensate for any errors or omissions 
disclosed by such examination or audit. Neither such right 
to examine and audit nor the right to receive such adjust- 
ment shall be affected by any statement to the contrary 
appearing either on checks or otherwise, unless such state- 
ment appears in a letter, signed by the party having such 
right and delivered to the other party, expressly waiving 
such right. 


Section 5. Within ninety (90) days after the end of 
each semi-annual period ending on June 30th or December 
31st, commencing with the semi-annual period during which 
this agreement first becomes effective and continuing 
thereafter until all royalties payable hereunder shal] have 
been reported and paid, Dynamics shall render to Western 
a statement, in a form acceptable to Western, certified by 
a responsible officer of Dynamics, as to all apparatus sub- 
ject to royalty on which royalties are payable hereunder 
by Dynamics and which is Sold, leased or put into use 
during such semi-annual period, and the net selling price 
of such apparatus or (where royalty is based on fair 
market value) the fair market value thereof, and showing 
the amount of royalty payable thereon. If no such ap- 
paratus subject to royalty has been so sold, leased or put 
into use, that fact shall be shown on such statement. Each 
such statement shall also identify transactions of the char- 
acter described in paragraph (f) of Section 3 of this 
Article LI, and shall verify that royalty has been reported 
on the basis specified in said paragraph, At the time of 
rendering any such statement Dynamics shall, irrespective 
of terms granted or collections made on account of any 
apparatus subject to royalty, pay to Western the rovalties 
shown by said statement to be payable hereunder, Not- 
withstanding the provisions of paragraph (e) of Section 
3 of Article IV hereof, Dynamies shall furnish whatever 
additional information Western may reasonably prescribe 
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from time to time to enable Western to ascertain which 
equipments sold, leased or put into use by Dynamics or its 
subsidiaries are subject to the payment of royalty here- 
under to Western. 


Section 6. Royalty payments provided for in this agree- 
ment shall, when overdue, bear interest at the rate of six 


per cent (6%) per annum until paid. 
— 


Section 7. Dynamics shall bear all taxes imposed as 
the result of the existence or operation of this agreement, 
including but not restricted to any tax on or measured by 
any royalty or other payments required to be made by 
it hereunder, any registration tax, any tax imposed with 
respect to the granting or transfer of licenses or other 
rights hereunder or the payment or receipt of royalties 
hereunder and any tax which Dynamies is required to with- 
hold or deduct from royalty payments to Western, except 
any such tax imposed upon Western by the United States 
or any subdivision thereof. 


Section 8. (a) When royalty is to be computed here- 
under on the net selling price of apparatus subject to 
royalty, such computation shall be made in the currency 
received or receivable for the sale. When royalty is to 
be computed hereunder on fair market value, the compu- 
tation shall be made in the currency of the country in 
which the sale, lease or putting into use, by reason of which 
royalty is payable hereunder, occurred, except that when 
fair market value is based on complete cost plus the usual 
profit factor, the computation shall be made in the cur- 
rency of the country of manufacture. 


(b) Payment to Western under this Article III shall 
be made in United States dollars at its office designated 
in Section 4 of Article LV hereof. . 


(c) Conversion from one currency to another in connec- 
tion with any payment or computation under this agree- 
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ment shall be made on the basis of the rate for each 
currency (other than United States dollars) expressed in 
United States dollars. Such rate shall be determined as 
follows: If, during the last three months of the semi- 
annual period in respect of which such payment or com- 
putation is to be made, the head offices in New York City 
of The First National City Bank of New York, The Chase 
Manhattan Bank and the Guaranty Trust Company of 
New York, or any of them, have quoted a rate in United 
States dollars at which the foreign currency may be 
bought for transfer to a creditor in the foreign cur- 
rency country in respect of the export of goods from 
such country to the United States, an average shall be 
taken of the rates most recently quoted for that purpose 
during such period by each of such banks (and if during 
such period any such bank quoted two or more separate 
rates in respect of export of different categories of goods, 
the most recent rate for each category quoted by each bank 
during such period shall be given equal weight in determin- 
ing such average); if no such rate has been quoted by 
any of the above-named banks during such three-month 
period, the rate shall be the rate applicable to payment 
for export of goods established by the appropriate au- 
thority of the country involved and in force as of the close 
of business on the last day of such period, or, if there be 
two or more such rates then in force, the average thereof. 


ARTICLE IV 


MIscELLANEOUS PROVISIONS 


Section 1. It is recognized that either party hereto or 
any of its associated companies may have contracted or 
may hereafter contract with the United States of America 
to do development work financed by the United States of 
America and to assign to the United States of America 
its right to grant, or may now or hereafter be restrained 
by the United States of America from granting, licenses 
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to others than its associated companies under patents for 
inventions arising out of such work. The inability of 
either party hereto to grant the licenses herein granted 
by it under patents for such inventions shall not be con- 
sidered to be a breach of this agreement. For the purposes 
of this Section 1, American, Western and their respective 
associated companies shall be deemed to he associated com- 
panies of one another, and Dynamics and its associated 
companies shall be deemed to be associated companies of 
one another. 


Section 2. Each party hereto shall, upon written re- 
quest from the other party sufficiently identifying any 
patent by country, number and date of issuance, inform 
the other party as to the extent to which any such patent 
is subject to the licenses and rights granted hereunder to 
such other party. If such licenses or rights under any such 
patent are restricted in scope or involve continuing con- 
tractual obligations, copies of all pertinent provisions of 
any contract creating such restrictions or obligations shall, 
upon request, be furnished to the party making such 
request. 


Section 3. Nothing contained in this agreement shall be 
construed as 


(a) an admission by any grantee or sublicensee here- 
under of the validity of any patent except within 
the scope and period of its license thereunder; or 


(b) a warranty or representation by any grantor here- 
under as to the validity or scope of any patent; or 


(c) a warranty or representation that any manufacture, 
use, lease or sale hereunder will be free from in- 
fringement of patents other than those under which 
and to the extent to which licenses are in force 
hereunder; or 


(d) an agreement to bring or prosecute actions or suits 
against third parties for infringement; or 
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(e) an obligation to furnish any manufacturing or 
technical information; or 


(f) conferring any right to use, in advertising, pub- 
licity or otherwise, any trade-mark, trade name or 
name, or any contraction, abbreviation or simula- 
tion thereof; or 


(g) conferring by implication, estoppel or otherwise, 
upon any grantee hereunder any license or other 
right under any patent, except the licenses and 
rights expressly granted hereunder to such grantee; 
or 


(h) permitting the assigmmnent of this agreement or of 
any licenses or rights hereunder, in whole or in part. 


Section 4. Any notice or statement hereunder shall be 
deemed to be sufficiently given or rendered when sent by 
registered mail and, if given or rendered to Dynamics, 
addressed to General Dynamics Corporation, at 445 Fifth 
Avenue, New York 22, New York, or, if given or rendered 
to Western, addressed to Western Electric Company, In- 
corporated, at 195 Broadway, New York 7, New York, 
or, in either case, at such changed address as either party 
shall have specified by written notice hereunder. 


Section 5. Dynamics, for itself and for its present sub- 
sidiaries, hereby releases American, Western and their 
present associated companies, and all purchasers and users 
of equipments and parts therefor, of the kinds herein 
licensed as of the effective date hereof to Western and 
American, used or furnished prior to said date by Ameri- 
ean, Western, their present associated companies, or any 
of them, from all claims, demands, and rights of action 
which Dynamics or any of its present subsidiaries may 
have on account of any infringement or alleged infringe- 
ment of any of Dynamics’ patents by reason of the manu- 
facture or any past or future use, lease or sale of such 
equipments and parts so heretofore used or furnished. 
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Section 6. In consideration of the payment of Nineteen 
Thousand Six Hundred Fifty-Nine Dollars and Sixty-Five 
Cents ($19,659.65), receipt of which is hereby acknowl- 
edged, Western, for itself, for American, and for their re- 
spective present subsidiaries, hereby releases Dynamics and 
its present associated companies, and all purchasers and 
users of equipments, and parts therefor, of the kinds herein 
licensed as of the effective date hereof to Dynamics, used 
or furnished prior to said date hy Dynamics, its present 
associated companies, or any of them, from all claims, 
demands and rights of action which Western, American or 
any of their present subsidiaries may have on account of 
any infringement or alleged infringement of any of West- 
ern’s patents by reason of the manufacture or any past or 
future use, lease or sale of such equipments and parts so 
heretofore used or furnished. 


ARTICLE V 


TERMINATION AND SURRENDER 


Section 1. (a) If Dynamies shall fail to perform one or 
more of its obligations under this agreement (other than 
its obligations under Section 2 of Article IV hereof), 
Western may, upon election and in addition to any other 
remedies that it may have, at any time terminate (subject 
to the provisions of Sections 3 and 4 of this Article V) all 
the licenses and rights granted to Dynamics hereunder, by 
not less than six (6) months’ written notice to Dynamics 
specifying any such breach, unless within the period of 
such notice all breaches specified therein shall have been 
remedied. 


(b) If Western or American shall fail to perform one 
or more of its obligations under this agreement (other than 
its obligations under Section 2 of Article IV hereof), 
Dynamics may, upon election and in addition to any other 
remedies that it may have, at any time terminate (subject 
to the provisions of Section 3 of this Article V) all of the 











2994 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


licenses and rights granted to American and Western 
hereunder, by not less than six (6) months’ written notice 
to Western specifying any such breach, unless within the 
period of such notice all breaches specified therein shall 
have been remedied. 


Section 2. Any termination of licenses and rights under 
the provisions of Section 1 of this Article V shall not 
affect the licenses and rights of the terminating party and 
its sublicensees (or of American and its sublicensees if 
Western is the terminating party) under patents for inven- 
tions made prior to the effective date of such termination, 
but such terminating party (and American if Western is 
such terminating party) shall not receive hereunder any 
licenses and rights under those patents for inventions made 
subsequent to such date which issue in countries under the 
patents of which licenses and rights are terminated. 


Section 3. (a) In the event of termination by either 
party hereto, under the provisions of Section 1 of this 
Article V, of licenses and rights granted hereunder to the 
other party hereto, the terminating party shall continue 
to comply with its obligations, if any, under Articles II and 
IIT hereof, and, in the event that it shall fail to comply with 
one or more of its obligations under said Articles II and 
ITT, all licenses and rights of such terminating party here- 
under may, without waiver of the other party’s right to ac- 
erued royalty or other payinents or of any other rights 
hereunder, be terminated (subject to the provisions of Sec- 
tion 4+ of this Article V) by such other party by not less 
than six (6) months’ written notice to such terminating 
party specifying such default, unless within the period of 
such notice all defaults specified therein shall have been 
remedied. 


(b) Termination by either party, under the provisions 
of Section 1 of this Article V or subdivision (a) of this 
Section 3, of licenses and rights granted to the other party 
hereto, shall terminate the obligations of such other party 
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under the provisions of Articles II and III hereof relating 
to such terminated licenses and rights, except in the case 
of Dynamics for such obligations as to apparatus subject 
to royalty made, sold, leased or put into use hereunder 
prior to the date of such termination. 


Section 4. Western shall not have, under the provisions 
of subdivisions (a) of Sections 1 and 3 of this Article V, 
the right to terminate 


(i) licenses and rights herein granted under Western’s 
patents issued in the United States prior to Janu- 
ary 24, 1956 (other than patents of Teletypesetter 
Corporation), unless Dynamics fails to perform one 
or more of its obligations hereunder and such failure 
results in Western’s or American’s failure to receive 
licenses or rights which it is entitled hereunder to 
receive under patents issued in the United States, or 


(ii) licenses and rights herein granted under Western’s 
patents issued in the United States after January 
23, 1956, or under the patents of Teletypesetter Cor- 
poration issued in the United States at any time, 
unless Dynamics fails to perform one or more of its 
obligations hereunder and such failure results in 
Western’s or American’s failure to receive rights 
or licenses which it is entitled hereunder to receive 
under patents issued in the United States or unless 
Dynamics fails to perform one or more of its obliga- 
tions under Articles II and III hereof relating to 
licenses and rights granted under Western’s patents 
issued in the United States. 


Section 5. (a) Every sublicense granted hereunder by 
either party hereto or American shall terminate with the 
termination of its corresponding license. 


(b) When an associated company’s relationship to a 
party hereto, or American, changes so that such company 
is no longer an associated company of such party, or 
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American, the licenses and rights granted hereunder to 
such associated company shall terminate, but any licenses 
and rights acquired under the patents and patent rights of 
such associated company for inventions made prior to the 
date when such relationship changed shall not be affected 
by such termination. 


Section 6. Licenses and rights hereunder with respect 
to equipments, and maintenance parts therefor, sold, 
leased or put into use hereunder prior to any termination 
under the provisions of this Article V shall survive such 
termination. 


Section 7. By written notice to Western specifying any 
of Western’s patents by country, number and date of 
issuance, Dynamics may surrender and terminate all 
rights and licenses acquired hereunder by it, under such 
specified patent or patents, with fespect to all equipments 
and maintenance parts therefor, except equipments and 
maintenance parts manufactured hereunder prior to the 
date upon which said notice is given, or sold, leased or put 
into use hereunder prior to said date. Said surrender 
and termination shall he effective as of the date upon 
which said notice is given and shall relieve Dynamics as 
of said date of all obligations to pay royalty, other than 
accrued royalty, on any equipments or parts which would 
otherwise be payable hereunder solely because of such 
patent or patents. 


Section 8. By written notice to Western, Dynamics 
may cancel any licenses for any specified equipment 
granted hereunder to it under Western’s patents issued in 
the United States. Such cancellation shall be effective as 
of the date of giving of said notice but shall not relieve 
Dynamics of its obligation hereunder to pay accrued roy- 
alties with respect to such specified equipment. Sooeer 
ten notice to Dynamics, Western or American may cance 


a ee ee 
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any licenses for any specified equipment granted here-— 
under to it under Dynamics’ patents issued in the United 
States. Such cancellation shall be effective as of the date 
Of riving of said notice. 


ARTICLE VI 


TERMINATION Or CERTAIN PRIOR AGREEMENTS 


Section 1. The agreements identified below, between 
Western and Stromberg-Carlson Company, which was a 
New York corporation that has been merged with Dyna- 
mics, are terminated and shall be treated as if they had 
terminated on July 1, 1955. These agreements are: 


(a) a license agreement dated January 1, 1947, as 
amended January 1, 1947, May 9, 1949 and December 


30, 1949, relating to amplifiers for public address 
and other systems; 


(b) a license agreement dated January 1, 1947, as 
amended January 1, 1947, April 25, 1951 and De- 
cember 15, 1954, relating to loudspeaking telephone 
intercommunicating systems; 


(c) a license agreement dated January 1, 1947, as 
amended October 14, 1947, May 9, 1949 and Decem- 
ber 30, 1949, relating to loudspeaking telephone re- 
ceivers for public address and other systems; 


(d) a license agreement dated January 1, 1947, as 
amended December 30, 1949, relating to microphones 
for public address and speech input systems; 


(e) a license agreement dated January 1, 1947, as 
amended December 30, 1949, relating to phonograph 
pick-ups for phonograph distribution systems; 


(f) a letter agreement dated October 8, 1947 relating to 


systems and apparatus for carrier current tele- 
phony ; 
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(g) a license agreement dated June 24, 1952, as 
amended December 1, 1952 and December 31, 1954, 
relating to toroidal coil winding machines; 


(h) a license agreement dated November 12, 1953, as 
amended December 15, 1954, relating to two-way 
radio systems; 


(i) a license agreement dated April 12, 1954 relating to 
telephone sets; and 


(j) a license agreement dated July 26, 1954, as amended 
December 15, 1954, relating to carrier current sys- 
tems. 


Section 2. The following agreements, all dated July 1, 
1955, between the parties are hereby terminated as of the 
effective date of this agreement: 


(a) a license agreement relating to amplifiers; 


(b) a license agreement relating to loudspeaking tele- 
phone intercommunicating systems; 


(c) a license agreement relating to loudspeakers, horns 
and networks; 


(d) a license agreement relating to microphones; and 


(e) a license agreement relating to phonograph pick-up 
equipment. 


Section 3. The license agreement dated April 9, 1954 
relating to toroidal coil winding machines, between West- 
ern and Consolidated Vultee Aircraft Corporation, which 
was a Delaware corporation that has been merged with 
Dynamics, is hereby terminated as of the effective date of 
this agreement. 
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ARTICLE VII 


CONSTRUCTION 


The construction and performance of this agreement 
shall be governed by the law of the State of New York. 


ARTICLE VIII 


GENERAL DEFINITIONS 


Section 1. A ‘‘subsidiary’’ is a company the majority 
of whose stock entitled to vote for election of directors is 
now or hereafter controlled by the parent company either 
directly or indirectly, but any such company shall be 
deemed to be a subsidiary only so long as such control 
exists. 


Section 2. (a) ‘‘Associated companies of Dynamics’’ 
are subsidiaries of Dynamics. 


(b) ‘‘Associated companies of Western’’ are subsidi- 
aries of Western and, subject to the provisions of para- 
graph (b) of Section 7 of Article I hereof, Northern and 
its subsidiaries. 


(c) ‘Associated companies of American’’ are companies 
in the United States which are now parties to patent 
license and service contracts with American relating to 
the furnishing by them of public communication service by 
telephone in the United States or between the United 
States and other countries, the respective subsidiaries of 
each such company, subsidiaries of American other than 
Western and its subsidiaries, and, subject to the provisions 
of paragraph (b) of Section 7 of Article I hereof, Bell of 
Canada and its subsidiaries. ‘‘Public communication serv- 
ice’? means communication service furnished to the public 
(including service limited to a particular customer or class 
of customers) for compensation. 
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ARTICLE IX 


TECHNICAL DEFINITIONS 


Whenever in this agreement the following terms appear, 
the following definitions apply thereto: 


Section 1. ‘‘Waves’’ means all impulses, alternations 
or other variations with time, of electric, magnetic, electro- 
magnetic (including light), acoustic or mechanical magni- 
tudes or combinations thereof. 


Section 2. ‘‘Signals’’ means waves (other than modu- 
lated waves) which represent sounds, pictures or other 
graphic material, scenes, or other detectable effects. 


Section 3. ‘‘Modulated waves’’ means waves of which 
either the amplitude, polarity, frequency, phase, or other 
time relations, or combinations thereof, are varied in ac- 
cordance with signals. Demodulating modulated waves 
means the production from such modulated waves of the 
signals represented by the modulated waves. 


Section 4. ‘‘Program’’ means a presentation of pic- 
tures, scenes, news, music, speeches, advertising, enter- 
tainment, or educational matter, or combinations of any of 
them. 


Section 5. To ‘‘radiate electromagnetic waves’’ means 
to propagate from a transmitting antenna structure into 
space as distinguished from propagating into or over con- 
ductors or other guiding structures. 


Section 6. ‘‘Communication’’ means the transmission, 
reception, production, recording or reproduction (by 
waves) of intelligence, information or perceivable effects 
by electrical, magnetic, electromagnetic, acoustic, mechan- 
ical, electromechanical or other means or, without limita- 
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tion of the foregoing, by telephony, telegraphy, facsimile, 
picture transmission or television, or actuating, controlling 
or indicating at a distance, or any combination of any of 
the foregoing. 


SE 7. ‘‘Radio communication system’’ means: 
(i) one or more radio transmission systems; or 
(ii) one or more radio reception systems; or 

(iii) one or more systems for radio relaying; or 


(iv) any and all combinations of (i), (ii) and (iii); 


but the term does not mean nor does it include a radio 
broadcast system, a radio indication system or a distance 
actuation, control and indication system. 


Secrion 8. ‘‘Radio transmission system’’ means any 
aggregate of instrumentalities of a design primarily 
adapted to produce waves, operate on such waves to pro- 
duce modulated electromagnetic waves and radiate such 
electromagnetic modulated waves; and, if provided there- 
with, such aggregate includes auxiliary apparatus locally 
associated therewith and involved in performing such func- 
tions; and the term also means any such aggregate in 
which the radiated waves may include modulated waves, 
unmodulated waves, or both; but the term does not mean 
nor does it include a switching system. 


Section 9. ‘‘Radio reception system’’ means any ag- 
gregate of instrumentalities of a design primarily adapted 
to receive radiated electromagnetic waves, modulated, 
unmodulated, or both, and to demodulate such modulated 
waves; and, if provided therewith, such aggregate includes 
auxiliary apparatus locally associated therewith and in- 
volved in performing such functions; but the term does not 
mean nor does it include a switching system. 
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Section 10. “System for radio relaying’’ means any 
agyregate of instrumentalities of a design primarily 
adapted to receive radiated modulated electromagnetic 
waves and at the point of such reception to radiate the 
aforesaid received electromagnetic waves or other waves 
representative of such received waves; and, if provided 
therewith, such aggregate includes auxiliary apparatus 
locally associated therewith and involved in performing 
the functions thereof. 


Section 11. ‘‘Type I radio communication system”’ 
means a radio communication system designed for opera- 
tion in a frequency range in which the highest frequency 
radiated does not exceed one thousand (1,000) megacycles 
per second. 


Section 12. ‘‘Type II radio communication system”’ 
means a radio communication system designed for opera- 
tion in a frequency range in which the highest frequency 
radiated exceeds one thousand (1,000) megacycles per 
second, but does not exceed fifteen thousand (15,000) 
megacycles per second. 


Section 13. ‘‘Type III radio communication system”’ 
means a radio communication system designed for opera- 
tion in a frequency range in which the highest frequency 
radiated exceeds fifteen thousand (15,000) megacycles per 
second. 


Section 14. ‘‘Radio broadcast system’’ means (a) a 
radio broadcast transmission system; or (b) a radio broad- 
cast reception system; or (c) any combination of (a) and 
(b); but the term does not mean nor does it include a sys- 
tem for radio relaying. 


Section 15. ‘‘Radio broadcast transmission system”’ 
means a radio transmission system of a design primarily 
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adapted for substantially non-directive radiation of waves 
(1.e., to the public in an area or areas) representing pro- 
grams. 


Section 16. ‘‘ Radio broadcast reception system’’ means 
a radio reception system of a design primarily adapted 
for the reception of waves representing programs radiated 
by a radio broadcast transmission system. 


Seorton 17. ‘‘Carrier current system’’ means the com- 
bination of: 


(a) any aggregate of instrumentalities of a design pri- 
marily adapted for generating waves (other than 
signals), operating on such waves to produce 
modulated waves and preparing said modulated 
waves for transmission, either alone or with said 
generated waves, to a communication line; and 


(b) any aggregate of instrumentalities of a design pri- 
marily adapted for receiving, from a communi- 
cation line the transmitted waves prepared by (a) 
and for demodulating such waves; 


and the term also means 


(c) any aggregate of instrumentalities of a design 
primarily adapted for receiving from a communi- 
cation line the transmitted waves prepared by (a) 
and delivering said waves at increased power to 
a coumunieation jine for transmission to an ag- 
gregate of the type specified in (b) or to another 
aggregate of the type specified in this (c); 


the term also means a combination of one or more of the 
aggregates specified in (c) with the combination of the 
aggregates specified in (a) and (b) ; and, if provided there- 
with, such aggregates include the auxiliary apparatus 
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locally associated with and involved in the operation of 
the aggregates; but the term does not mean nor does it 
include any instrumentalities electrically preceding the 
aggregate specified in (a) or electrically succeeding the 
aggregate specified in (b); nor does the term include the 
aforesaid communication line, or mean or include any 
switching svstem. 


Secrion 18. ‘‘Type I carrier current system’’ means a 
carrier current system so designed that the transmitted 
waves have no frequency or frequencies in excess of three 
hundred thousand (300,000) cycles per second. 


Section 19. ‘‘Type II carrier current system’’ means 
a carrier current system so designed that the transmitted 
waves have a frequency or frequencies over three hundred 
thousand (300,000) cycles per second but have no frequency 
or frequencies over ten (10) megacycles per second. 


Section 20. ‘‘Type III carrier current system’’ means 
a carrier current system so designed that the transmitted 
waves have a frequency or frequencies over ten (10) 
megacycles per second. 


Section 21. ‘‘Radio indication system’’ means 


S44 Fd ae one ° 
(i) any aggregate of instrumentalitiés of a design 


primarily adapted for receiving and converting 
radiated electromagnetic waves, reflected or iden- 
tifying waves, or any combinations of such waves, 
from distant objects, into indications or data for 


eee distance, position, direction, speed of 
movement, identification, or weather conditions, 
or any combinations thereof; and such aggregate 
includes instrumentalities of a design primarily 
adapted for producing and radiating electro- 


magnetic waves that initiate such reflected or 
identifving waves, or both; or 
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(ii) the combination of the aggregate specified in 
(i) with instrumentalities of a design primarily 
adapted to utilize such indications or data for 


directing, positioning, actuating or controlling ob- 

jects; ) 
and, if provided therewith, such aggregate or combination 
includes analog and digital computers and other auxiliary 
apparatus locally associated therewith and involved in the 
control or performance of the functions thereof; but the 
term does not mean nor does it include any radio com- 
munication system. 


Section 22. ‘‘Station system’’ means any aggregate of 
instrumentalities of a design primarily adapted for (a) 
converting sounds, pictures or other graphic material, 
scenes or other detectable effects, into signals or (b) pro- 
ducing sounds, representations of pictures or other graphic 
material, scenes or other detectable effects, from signals of 
the type specified in (a), or (c) performing any combina- 
tion of (a) and (b), such aggregates being of the types pro- 
vided at a subscriber’s or other user’s station for communi- 
cation service or of the types provided for use by personnel 
engaged in the construction, maintenance or operation of 
plant furnishing communication service; if provided there- 
with, such aggregates include wiring, signaling, amplifying, 
recording, reproducing and switching equipment, or any 
combination of such equipments, locally associated there- 
with and involved in the performance of the functions 
thereof. The term does not mean nor does it include any 
switching system. 


Section 23. ‘‘Telephone station system’’ means a sta- 
tion system of a design primarily adapted for (a) con- 
verting speech, music or other sounds into signals, or (b) 
producing speech, music or other sounds from signals of 
the type specified in (a) or (c) performing any combina- 
tion of the functions (a) and (b). 
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Section 24. ‘‘Communication line’’ means one or more 
wires, or other elongated wave conductors or other guiding 
structures, of a design primarily adapted for transmitting 
waves of magnitudes and frequencies employed for com- 
munication purposes, whether or not built into a cable 
form, and, if supplied therewith, includes insulation, 
sheaths or other materials for such wires, conductors or 
structures. 


Section 25. ‘‘Broadband wire transmission system”’ 
means : 


(i) any aggregate of instrumentalities of a design 
primarily adapted for receiving signals and for 
preparing said signals for transmission to a com- 
munication line; or 


(ii) any aggregate of instrumentalities of a design 
primarily adapted for receiving from a commu- 
nication line the transmitted signals prepared by 
(i); or 


(iii) any aggregate of instrumentalities of a design 
primarily adapted for receiving from a commnu- 
nication line the transmitted signals prepared by 
(i) and delivering said signals at increased power 
to a communication line for transmission to an 
aggregate of the type specified in (ii) or to 
another aggregate of the type specified in this 
(ili); or 


(iv) any and all combinations of (i), (ii) and (iii); 


and, if provided therewith, such aggregates include the 
auxiliary apparatus locally associated therewith and in- 
volved in performing the functions thereof; but the term 
does not mean nor include a station system or a switching 
system, and does not include the aforesaid commuication 
line. 
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Suction 26. ‘*Voice frequency transmission system’’ 
means instrumentalities of a design primarily adapted for 
connection to a communication line and for operation 
within a frequency range, including direct current, hav- 
ing no frequency or frequencies in excess of fifteen thou- 
sand (15,000) cycles per second, such as_ repeaters, 
echo suppressors, equalizers, loading coils, transformers, 
enciphering and deciphering devices and filters; the term 
does not mean nor does it include a switching system or a 
station system, nor does it mean a semi-conductive device 
or an electron tube, nor does it include the aforesaid com- 
munication line. 


Section 27. ‘‘Electron tube’’ means a device compris- 
ing an envelope having two or more electrodes separated 
by a substantially evacuated or a gas-filled space; one or 
more of which electrodes, either alone or in conjunction 
with a heater or other device therein, constitutes the source 
from which electrons may be caused to flow through said 
space toward or to the other (or another) of said elec- 
trodes, with or without one or more control or biasing elec- 
trodes or grids; and the term also includes, if supplied 
therewith, all other instrumentalities within said envelope, 
or immediately adjacent to said envelope, for influencing 
the flow of electrons within said envelope; the term also 
means such a device having a luminescent screen within the 
envelope for the production of visual effects; the term also 
includes if supplied therewith, instrumentalities to main- 
tain any of said electrodes at desired thermal conditions; 
and such device also includes, if supplied therewith, sup- 
porting structure for the aforesaid electrodes, contact 
members adapted for connecting such electrodes in an elee- 
trie cirenit, leads connecting such electrodes with such 
contact members, and insulating or other materials in- 
volved in uniting the aforesaid instrumentalities. 


26086 O—ids—>pt 
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Section 28. ‘‘Semi-conductive device’? means a body 
of electronic semi-conductor material having a plurality 
of electrodes connected thereto, whether supplied with or 


without housing, or with or without supporting means 
therefor. 


Section 29. ‘‘Microphone’’ means a device adapted to 
convert sounds into signals that are variations of electro- 
motive force or other electric quantity and which varia- 
tions correspond to the wave form of such sounds; said 
device consisting of a diaphragm adapted to be vibrated 
by such sounds and mechanism associated with such dia- 
phragm and including output terminal members, such 
mechanism being adapted to convert diaphragm vibrations, 
without shift of position in the frequency spectrum, into 
the aforesaid signals at such terminal members; such de- 
vice includes instrumentalities for regulating or controlling 
the vibratory characteristics of said diaphragm if pro- 
vided as a part of the device, and includes local wiring, 
insulating materials and fastening devices for uniting all 
of the aforesaid instrumentalities into a unitary assembly 
adapted for support by or on the person of the user or on 
a stand, boom or similar mounting. 


Section 30. ‘‘System microphone’’ means a micro- 
phone of a design primarily adapted for inclusion and 
operation in speech input or public address systems. 


Secrion 31. ‘‘Amplifier’? means a combination of ap- 
paratus which operates to receive an electrical wave of 
relatively small power and deliver a copy of said wave 
with increased power, said combination comprising one or 
more electron tubes, or one or more semi-conducive de- 
vices, or combinations thereof, local circuits cooperating 
therewith, and all supplemental apparatus such as hous- 
ings, switches, filters, controls, and current supply recti- 
fiers. 
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Section 32. ‘‘System amplifier’? means an amplifier of 


a design primarily adapted for inclusion and operation in 
an audio amplifier system. 


Section 33. ‘‘Loudspeaker’’ means an electro-acoustic 
device which converts audio-frequency electric signals into 
sounds, the wave form of such sounds corresponding to that 
of such signals, such device being adapted for establishing 
such sounds, directly or through a horn, in an adjacent 
body of air with an amplitude capable of being heard over 
the area of a room, or other enclosure, or of an open air 
space; such device, if adapted for establishing such sounds 
throuch a horn, being further of a design adapted to have 
a horn attached thereto or otherwise associated therewith. 


Section 34. ‘‘System loudspeaker’’ means a_ loud- 
speaker of a design primarily adapted for inclusion and 
operation in an audio amplifier system. 


Section 35. ‘‘Audio amplifier system’? means a public 
address system, a phonograph distribution system, a sys- 
tem for distribution from a radio broadcast reception sys- 
tem, a system for distribution from a musical instrument, 
a speech input system or a monitoring system. 


Section 36. ‘*Phonograph distribution system’’ means 
» combination of apparatus, all located within the same 
building or enclosure or group of substantially adjacent 
buildings or enclosures, comprising one or more pick-up 
devices together with one or more mechanisms to actuate 
sound records and thereby to create electrical variations 
corresponding to the sounds recorded on such records, 
one or more system amplifiers, and one or more system 
loudspeakers at a distance from said devices, said com- 
bination operating by one-way wire telephony to produce 
sounds corresponding to said electrical variations; but 
the term does not mean nor does it include a combination 
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of apparatus primarily adapted for the reproduction of 
sound in a timed relation with the projection of motion 
pictures. 


Section 37. ‘‘System for distribution from a radio 
broadcast reception system’’ means a combination of ap- 
paratus comprising one or more system amplifiers, and 
one or more system loudspeakers, said combination op- 
erating by one-way wire telephony to produce sounds cor- 
responding to electrical variations occurring in the output 
circuit of a radio broadcast reception system, said radio 
broadcast reception system and combination of apparatus 
being all located within the same building or enclosure or 
group of substantially adjacent buildings or enclosures. 


Section 38. ‘‘System for distribution from a musical 
instrument’’ means a combination of apparatus compris- 
ing one or more system amplifiers, and one or more system 
loudspeakers (with or without horns and with or without 
networks), said combination operating by one-way wire 
telephony to produce musical sounds corresponding to 
mechanical vibrations created directly by the playing of 
a musical instrument and translated, by a device or de- 
vices associated with the musical instrument, into electri- 
cal variations which are transmitted by one-way wire 
telephony to said system amplifier or amplifiers, said 
musical instrument, devices and combination of appara- 
tus being all located within the same building or enclosure 
or group of substantially adjacent buildings or enclosures. 


Section 39. ‘‘Monitoring system’’ means a combina- 
tion of apparatus, for monitoring the transmission by 
one-way wire telephony of sound to a radio broadcast trans- 
mission system, comprising one or more system amplifiers 
and one or more system loudspeakers (with or without 
horns and with or without networks) operating by one-way 
wire telephony to reproduce said sound. 
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Section 40. ‘‘Speech input system’’ means a combina- 
tion of apparatus comprising one or more system micro- 
phones and one or more system amplifiers, operating by 
one-way wire telephony to transmit electrical variations 
corresponding to sounds occurring at a system microphone 
in said combination, to a radio broadcast transmission 
system or a sound recording system in which said varia- 
tions are further amplified and utilized. 


SecTion 41. ‘‘Public address system’’ means a com- 
bination of apparatus, all located within the same build- 
ing or enclosure or group of substantially adjacent build- 
ings or enclosures, comprising one or more system micro- 
phones, one or more system amplifiers, and one or more 
system loudspeakers (with or without horns and with or 
without networks), said combination operating by one-way 
wire telephony to reproduce before an audience or audi- 
ences sounds occurring at a system microphone in said 
combination. 


Section 42. ‘‘Horn’’ means a device of a design pri- 
marily adapted for focusing or dispersing sounds origi- 
nated by a system loudspeaker and for attachment to or 
association with one or more system loudspeakers. 


Section 43. ‘*Network’’ means a combination of elec- 
trical elements of a design primarily adapted (1) to 
divide, equalize, or otherwise modify any given band of 
audio-frequency electric signals, and (2) for operation 
With system loudspeakers and for inclusion in an audio 
amplifier system. 


Section 44. ‘*Loudspeaking telephone interecommuni- 
cating system’? means a combination consisting of two or 
more stations, each of which includes a loudspeaker, and 
each of which may also inelude one or more microphones, 
amplifiers and auxiliary receivers not of the loudspeaker 
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type, switching apparatus and auxiliary apparatus re- 
quired in the structure or for the performance of the 
functions of such recited instrumentalities; all of such in- 
strumentalities being of a design primarily adapted for 
furnishing wire telephone transmission within a building 
or enclosure, a group of substantially adjacent buildings 
or enclosures, or a mobile vehicle; such switching appara- 
tus being of a design primarily adapted for establishing 
telephone connections between the station at which the 
switching apparatus is located and one or more other 
stations in such system. 


Section 45. ‘‘ Distance actuation, contrel and indication 


system’’ means any aggregate of instrumentalities where- 
by action originating at one place causes or controls action 
at another place, or whereby an indication is produced at 
one place corresponding in some respect to a phenomenon 
at another place, such instrumentalities being limited to 
instrumentalities of a design primarily adapted for loca- 
tion at one or the other of said places; and, if provided 
therewith, includes the auxiliary apparatus (including in- 
strumentalities for producing code pulses required for ef- 
fecting distance actuation, control or indication) locally 
associated therewith and involved in performing the funce- 
tions thereof; but the term does not include any instrumen- 
talities for the transmission or reception of intelligence, 
information or perceivable effects by telephony or teleg- 
raphy between said places. ’ 


Section 46. ‘‘Switching system’’ means any aggregate 
of instrumentalities constituting one or more switching 
centers (such as central offices, private branch exchanges 
or similar centers), of a design primarily adapted for 
establishing, holding and releasing circuits over which com- 
munication is effected; if provided therewith, such instru- 
mentalities include (a) the related signaling, supervisory, 
recording, reproducing and controlling equipment, (b) in- 
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strumentalities adapted for testing, observing and main- 
taining such centers, (c) message registers and instru- 
mentalities for controlling such registers, (d) manual 
switching systems, or (e) any and all combinations of 
(a), (b), (ec) and (d); the aforesaid aggregate includes, 
if supplied therewith, one or more measured service sys- 
tems, The term does not mean nor does it include any 
accounting center system. ‘*Message register’? means an 
electromagnetically operated cyclometer. 


Section 47. ‘‘Measured service system’’ means all 
instrumentalities of a design primarily adapted for record- 
ing message charge data, and may include any instrumen- 
talities for ascertaining, registering, transmitting or 
receiving such data; and, if provided therewith, includes 
the auxiliary apparatus locally associated therewith and 
involved in performing the functions thereof; but the term 
does not mean nor does it include message registers or 
accounting center systems. ‘‘ Message charge data’’ means 
any information relating to a statement, bill or ac- 
count for communication services or relating to the 
operation or engineering of communication equipment and 
ascertained, registered, recorded, transmitted or received 
substantially during the interval of use of communication 
facilities. 


Secrion 48. ‘‘Type I switching system’’ means a 
switching system in which the switching operations are 
either manually controlled or, if automatically controlled, 
in which all switches, which establish the cireuits over 
which communication is effected and which occupy the 
same effective serial position, 1. e., selection stage, in all 
available series of switches, are controlled by instrumen- 
talities invariably (as distinguished from selectively) as- 
sociated with the switches occupying such selection stage, 
such switches being mechanical switches actuated by elec- 
tromagnetic means. 
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Section 49. ‘‘Type II switching system’’ means a 
switching system in which serially related switches are 
controlled by common operating instrumentalities (as dis- 
tinguished from instrumentalities invariably associated 
with a single switch or selection stage) to establish a cir- 
cult over which communication is effected, the completion 
of a connection through each one of the switches in the 
series being a necessary condition for the operative asso- 
ciation of said common operating instrumentalities with 
the next succeeding switch in the series, such switches 
being mechanical switches actuated by electromagnetic 
means. 


Section 50. ‘‘Type III switching system’’ means a 
switching system in which instrumentalities, common to a 
plurality of serially related switches through which are 
routed the circuits over which communication is effected, 
serve to determine the availablity of interconnecting cir- 
cuits through more than one of such serially related 
switches before the connection through such serially related 
switches is established, such switches being mechanical 
switches actuated by electromagnetic means. 


Section 51. ‘‘Type IV switching system’’ means any 
switching system other than Types I, II and III switching 
systems. 


Section 52. ‘‘Accounting center system’’ means any 
aggregate of instrumentalities of a design primarily 
adapted for performing operations with respect to data re- 
lating to charges, assessments, bills or statements con- 
cerned with the use of a communication service or data 
relating to the operation or engineering of communication 
equipment; and, if provided therewith, includes the auxili- 
ary apparatus locally associated therewith and involved in 
performing the functions thereof, but the term does not 
mean nor does it include measured service systems. 
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Section 53. ‘‘Data processing and computing system’’ 
means aggregates of instrumentalities of a design pri- 
marily adapted for processing, storing, recording, sensing, 
selecting or rearranging data, or any combination of the 
foregoing, and each of which aggregates includes a data | 
recording or sensing device, and wherein such data is! 
contained in a record or other storage device or is repre- 
sented by physical analogs or by the positions or states 
of devices having discrete positions or states; such ag- 
gregates being further of a design primarily adapted to 
perform such functions within a building or other en- 
closure or a group of substantially adjacent buildings or 
enclosures; if provided as a part thereof, the aggregates 
include switching and testing equipment locally asso- 
ciated therewith and involved in the performance of the 
aforesaid functions; but the term does not mean nor does 
it include any switching system, station system, account- 
ing center system or measured service system. ‘‘Process- 
ing’’ means, without limitation to the following, sorting, ' 
collating, comparing, manifesting, computing, translating 
or classifying. 


Section 54. ‘‘Servo system’’ means any aggregate of 
mechanical, hydraulic, pneumatic, electrical and electro- 
magnetic instrumentalities, or any combination thereof, 
of a design primarily adapted so that the mechanical mo- 
tion of a controlled element is made to reproduce as closely 
as possible the motion of a controlling element, but the term 
does not mean nor does it include any system for the 
transmission or reception of intelligence by telephony, 
telegraphy, facsimile, picture transmission or television. 
Section 55. ‘‘Testing and measuring equipment”’ 
means a combination of apparatus (other than radio in- 
dication systems or equipment for the transmission of 
intelligence, information or perceivahble effects between 
remote locations) of a design primarily adapted for use 
in 

(1) the examination, analvsis or indication of the 
characteristics or properties of apparatus, ma- 
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(ii) 


terials, or biological, geophysical or meteorologi- 
al phenomena, or 


the measurement of the characteristics of sound 
or other mechanical vibrations or electrical waves. 


Section 56. ‘*Toroidal coil winding machine’’ means 
a device of a design primarily adapted for winding one or 
more wires, tapes or other materials around a closed core 
(such, for example, as an annular core) by threading the 
successive turns of such wires, tapes or other materials 
through the central hole in the core, and, if provided there- 
with, includes auxiliary apparatus locally associated there- 
with and involved in performing such functions. 


Section 57. ‘*‘Cathode ray tube’’ means 


(i) 


(ii) 


a device including a luminescent screen or a target, 
an electron gun whereby a beam of electrons may 
be projected against said screen or target, and de- 
flecting means whereby such beam may be de- 
flected through a desired path so as to vary the 
point of impingement of the beam on such screen 
or target thereby scanning such screen or target, 
together with (a) electrode means whereby the in- 
tensity of the beam may be varied in accordance 
with signals whereby a visual display correspond- 
ing to that of which such signals are representative 
is producible on such screen, or (b) means for 
deriving from such target signals representing the 
gradations of light and shadow or color, or both, of 
an image which has been projected on a surface of 
such target, or 


a device including a photo-sensitive electrode 
adapted to emit an electron stream representative 
of an image projected thereon, and means for fo- 
cusing such stream and for deflecting such focused 
stream horizontally and vertically past an electron 
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aperture, whereby individual cross-sectional por- 
tions of the stream may be delivered sequentially 
through such aperture; such device may include, 
if supplied as a part thereof, means for multiply- 
ing the number of electrons in the electron stream 
portions so sequentially delivered. 


Seorion 58. ‘‘Phonograph pick-up’’ means a stylus- 
operated device designed to be actuated by a phonograph 
record of the disk type to create electrical variations cor- 
responding to the sounds recorded on such records, and 
includes all structural and functional appurtenances nor- 
mally furnished therewith such as arms, housings, con- 
ductors, jacks and plugs. 


In Witness WHeEnEor, the parties hereto have caused 
these presents to be executed by their duly authorized 
officers on this ...... Pt Gh dn x0 teroe: , but effective 
as of January 1, 1956. 


Western Exvectrio Company, [NcorPpoRATED 


|. MTEL EL LEER EE ES TLE 
Vice President 
Attest: 
Secretary 
GENERAL Dynamics CoRPORATION 
Be * «:ccuseesess abana thee 
Vice President 
Attest: 


see eevee eereeeeeeeeeeeeneeeeaeee 


Secretary 
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January 31, 1957. 


MEMORANDUM FOR FILE: 


Stromberg-Carlson Division of General Dynamics 
Corporation 


Mr. T.L. Bowes, Patent Attorney of Stromberg- 
Carlson called January 2k, 1297 and stated that in 
discussions with Convair about the granteback question 
in San Diego last week, Mr. Robert B. Watts, Vice 
President and General Counsel was not willing to approve 


our proposed cross license with the inventor's clause 
without a qualifying statement. 


Mr. Watts felt that nothing could be done 
about their Uhion situation and they would have to con- 
tinue as in the past. Mr. Bowes will obtain the infor- 
mation on the employees inventors agreement and meet 
with us on Thursday, February 7 to discuss a solution 
to our problem. Mr. Watts said that they have a 
contract with members of the Aircraft Manufacturers 
Association, of which they are also a member, in 
which they grant them licenses with a most favored 
customers’ clause, It may be that this will not inter- 
fere with giving us a royalty-free license since our 
licenses would be for defined products which do not 
relate to air frames, Mr. Watts also wants to exclude 
certain tools on which they are receiving a royalty 
income of $2,000,000. a year and suggested that possi- 
bly they grant us a separate license for tools with the 
understanding that if they later receive important 
patents, we will sit down and discuss the settlement 
even though they are willing to give a royalty-free 
license for such tools in the contract. 


Mr. Bowes said that Mr. Watts and also a 
representative of their Atomic Energy Division wanted 
to limit our license on data processing to sales to 
anaes furnishing public service communication 
service. 


R.W/)GOS¥ELL 
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February 14, 1957 


MEMORANDUM FOR FILE 


Mr. T. L. Bowes and Mr. A. F. Blake, Stromberg- 
Carlson Company, visited Mr. R. W. Gosnell on February 7, 1957, 
for the purpose of discussing the proposed cross-license agree- 
ment with General Dynamics Corporation. Messrs. F. C. Childs 
and R. J. Fluskey were present for much of the time and the 
writer was also present. 


Mr. Bowes inquired about royalty rates on transistors 
and ferrites. He was informed that transistors carried a rate of 
2% (1% - U.S. Department of Defense) and that the Seataiant in- 
formation fee amounted to $25,000. It was stated that ferrites 
were included in the broader category of magnetic materials, the 
royalty rate being 6%. Lists of patents on transistors and 
magnetic materials were promised Mr. Bowes. 


Mr. Bowes provided a copy of Convair's inventor's 
agreement and referred to a copyofhis memorandum of February 
5, 1957 which he handed to Mr. Gosnell. Another copy had been 
mailed from Rochester but failed to arrive until after the 
meeting had started. 


Mr. Bowes observed that as of the date of our meeting 
the alternatives with respect to an agreement appeared to be 
either to accept Convair's arrangement for acquiring rights to 
inventions through a form of letter that he had suggested, or te 
license S-C Division with a grantback from S-C division only, or 
to grant a one-way license under all patents GD, or to make a 
one-way grant to GD under specified patents only. Mr. Gosnell 
replied that our information on Convair's practices was not 
sufficiently complete to enable us to write the letter requested 
and that the other alternatives were ppnaenn sens -i0.-75 ex aair 
right under the consent decree to require suitable grantbacks 
When licensing others. After considerable discussion Mr. Bowes 
agreed to consider taking up with Convair the idea of notifying 
all signers of its inventor's agreements of the broader field of 
interest to GD resulting from the inclusion of S-C in its or- 
ganization, and the possibility of obtaining for S-C the right 
to review jdeas submitted to Convair from its employees. He 
seemed to feel that if these two steps could be accomplished it 
might be possible for GD to accept our provision with respect to 
the acquisition of rights to inventions. He thought that he would 
not be able to resolve this matter in time to permit S-C to at- 
tend the electronic switching symposium but that he might be 
prepared to carry on other discussions of a bilateral agreement 

, with us in a month or two. Mr. Bowes expressed the opinion that 
} if this Convair question were straightened out a deal could 

} probably be reached quickly with GD and indicated that the 

| Mumerous items mentioned in his memorandum of 2/5/57 were not 
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considered to be serious obstacles. He also expressed the fear 
that if & GPross-license agreement were delayed too long he might 
have difficulty in getting General Atomic Division to accept 

it. Mr. Gosnell observed that, while Mr. Bowes is dealing with 
Convair, we would give further consideration to a form of letter 
that we might be willing to write with respect to the inventor's 
clause. (After the meeting Messrs. Gosnell and MacRae recalled 
from their conversations with Convair that, although not pro- 
vided for in its inventor's agreements, Convair had agreed to 
handle at its expense the filing of applications for employees 
even in those cases where it had no interest, thereby placing 
Convair in position to review all inventions of its employees. 
Mr. Gosnell gave this information to Mr. Bowes by telephone on 
February 8, 1957.) 


Mr. Bowes referred to suggestions made in his memo- 
randum of 2/5/57 and a letter prior to that about rates lower 
than those offered by Western and expressed the thought that 
adequate consideration had not been given to the possible con- 
tributions to GD patent potential from other divisions than S-C. 
Hewas assured that due consideration had been given to the other 
divisions in line with the reports on them furnished us by 
representatives of BTL after their visits to such divisions. 

Mr. Bowes then mentioned the 8 electronic switching patents to 
which our attention had been invited and was informed that a 
study had disclosed that they were not of interest in our 
present approach to electronic switching and that they had a 
speculative interest only in connection with future designs. 
Mr. Bowes admitted that these patents did not relate to S-C's 
present approach to electronic switching. 


A question was raised by Mr. Bowes about including a 
provision in the agreement to cover the sale of components. He 
was reminded of the provision for the sale of maintenance parts 
and of paragraph (h) of Section 2, Article III that we handed 
him on November 1, 1956, relating to rebuilding switching systems 
and accounting center systems. It was pointed out that if other 
component sales were found to be of interest to GD it would be 
necessary to list the individual components in the agreement. 

It was suggested to avert delay that this could be taken up 
after the execution of the cross-license agreement. This ap- 
peared to be acceptable to Mr. Bowes. 


An observation was made by Mr. Bowes that it should 
be permissible to deduct sales taxes in computing royalty. 
Mr. Gosnell asserted that we could not accept such a pro- 
cedure, 
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Mr. Bowes handed us a list of seven McNaney patents 
and two other patents (2,704,790 and 2,655,562) under which 
it appeared that GD would not be able bo grant royalty-free 
licenses. We stated that we would examine the patents to de- 
termine the extent of our interest. Mr. Bowes claimed that we 
were infringing patent 2,655,562, and, in this connection, 
referred to our patent 2,535,712. Mr. Bowes also indicate 
that GD might wish to limit grants to us in some cases, e.g., 
data processing and computing systems, to the extent of per- 
mitting sales only to public service communication companies. 








With respect to his memorandum of 2/5/57, Mr. Bowes 
pointed out that he had not mentioned Convair's problems, viz., 
inventor's clause (referred to above) and tools. Mr. Gosnell 
observed in this connection that the proposed treatment of 
tools by segregating them in the agreement would not be accept- 
able to us. 


EVP:vro E. vip. VAN PELT 


Copy te: Mr. F. C. Childs 
Mr. R. J. Fluskey 
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SC 
= af 


STROMBERC-CARLSON COMPANY = eeabee 


- 
A DIVISION OF GENERAL DYNAMICS CORPORATION “ERA 





ROCHESTER 32, NEW YORK 


March 19, 1956 


fy. Hi a 
Mr. R. W. Gosnell, Patent License Manager 
Western El@¢tric Company, Inc. 
195 Broadwa 
New Ycrk 7, New York 


Dear Gus: 


In connection with our disc'ssions for an exchange of license rights, I 
have received indications from San Diego that Convair is quite sympathetic 
to our situation and is quite willing to work out something to our mutual 
advantae. 


In this connection Convair has written me as follows: 


"If a grant-back is required I am concerned as to the 
scope of the grant-back. It appears that not only will 
rights to devices in the communication field be required 
but elso rifrhts in ‘machinery and tools'. I would like 
to explore the possibility of specifically definins 


machinery and tools‘. 


Yould you give me some additional information as to what is meant by this 
expression, Gus’? 


Thenks for your attention to this request. 
Very truly yours, 
— Y ay 
‘ B44 2a 
“YY ~ 
T.L.Bowes:JBH Asst. Secretary and Patent Counsel 
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April 5, 1956 


MR. T. L. BOWES, Assistant Secretary and Patent Counsel 
Stromberg-Carlson Company 

100 Carlson Road 

Rochester 3, New York 


Dear Ted: 


This is in reply to your letter of March 19, 
1956, and will confirm our recent conversation about 
licenses for machinery and tools. 


In obtaining grantbacks for communications 
equipment, our only interest in acquiring licenses for 
machinery and tools is to enable us to make, use and 
meintain such machinery and tools to the extent that they 
are involved in or incidental to the development or the 
manufacture (including installation, testing and repair) 
of the licensed communications equipment. 


Very truly yours 


, o. BY 
ee vat nel 
EVP:vro Patent License Manager 
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V. INTERROGATORIES 





1. Question: Do any of the equipments set forth in Article 
I, Section 3, of the Proposed Agreement include equipments 

or machines which would not be useful in furnishing common 

carrier communications services? 


Answer: Except in the case of "radio indication systems” 
(radar), the definitions of the respective equipments set 
forth in Article I, Section 3, of the proposed agreement 
were drafted for the purpose of defining equipments of a 
type useful in furnishing common carrier communications 
services. As the documents show, counsel for Generai 
Dynamics pointed out that a few definitions incidentally 
embrace equipments not useful in furnishing common carrier 
communications services. However, except for radio 
indication systems, it was not the purpose of the defini- 
tions to acquire licenses to manufacture any such equipments. 


es uestion: Western has advised General Dynamics that tre 
terms "machinery" and "tools" used in the proposed license 
agreement were confined to machinery and tools related to 
the licensed communications equipment, did it not? 


Answer: Yes, see letter of April 5, 1956 (#7 above). 


3. Question: Are the terms "instrumentalities," “methods” 
and "processes" referred to also related to the licensed 
communications equipments? 





Answer: Yes, see Article II, Section 1, of draft 
agreement of October 1, 1956. 
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4. Question: Does the decree authorize AT&T to condition 
the grant of a patent license on the receipt of a grant- 
back for "“instrumentalities,"” "methods" and "processes" 
useful in furnishing common carrier communications services? 


Answer: While the decree does not use the precise 
terms “instrumentalities," "methods" and "processes," 
defendants may insist upon licenses for the manufacture, 
use, lease and sale of equipments useful in common 
carrier communications. Such licenses would include 
licenses to use instrumentalities, methods and processes, 


5. Question: Is the proposed agreement offered to 
General Dynamics an example of the standard license form 
offered by Western in a bilateral patent license agreement? 


Answer: No. The proposed agreement (draft dated 
October 1, 1956) is a cross-license agreement "tailored" 
to reflect what appeared, at the time of its preparation, 
to be the basis of an agreement between the parties and 
to provide, incidentally, for the disposition of certain 
previous agreements and licenses. Various sections or 
clauses in the proposed agreement are the same or closely 
similar in language to corresponding sections or clauses 
in other agreements prepared and offered by Western Electric. 


6. Question: Are the equipments set forth in Article I, 
Section 3, and the definitions of those equipments, 
“boiler plate" provisions used when Western secures 
grantback licenses for these equipments? 


Answer: The equipments listed in Section 3, Article I, 
of the draft agreement (Document No. 2) are ones for which 
Western seeks to secure grantback licenses from companies 
with a wide range of technical activities. Although similar 
definitions have been used in other agreements to which 
Western is a party, the definitions are not "boiler plate." 
They are continually reviewed and their terms are subject 
to negotiation with the other party. 


7. Question: Are there not executed license agreements 
with companies in which Western has taken grantbacks for 
es distance actuation, control and indication systems, 
2) radio communication systems, (3) radio indication 
systems, and (4) data processing and computing systems 
as these are defined in the General Dynamics proposed 
agreement? 


Answer: Yes. 
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&. Question: Do not the grantbacks in these executed 
agreements include more than licenses for equipments 
useful in common carrier communications services? 


Answer: Yes, but in no case have we insisted upon 
a grantback going beyond equipment useful for furnishing 
common carrier communications services. 


9. Question: Why shouldn't the first sale by Western 
under grantback licenses be limited to sales to the 
operating companies of the Bell System? 


Answer: The decree does not require that any grant- 
back license be so limited. 
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VI. DOCUMENTS 





Link Aviation, Inc. 


November 30, 195 
MEMORANDUM FOR FILE 


Re: Link Aviation, Ine. (Conference 11/29/56) 


Mr. Floyd Crews and Mr. Relson, both of Darby & Darby 
ca) led to see Mr. Gosnell and Mr. Merwin regurding the pro- 
posed patent license agreement between Western and Link 
Aviation, Inc. and 1] Joined them to discuss a question which 
Mr. Crews and Mr. Relson wished to raise regarding the con- 
struction of the consent decree. Mr. Woodward was also 
present part of the time. 


Link Aviation is a subsidiary of General Precision and 
desires a royalty-free license under pre-decree patents for 
aviation trainers and similar equipment. For some reason 
which is not clear to us, Mr. Crews and Mr. Relson believe 
that this will be helpful to Link in some patent litigation 
which they ere conducting on its behalf with Curtiss-Wright. 
Western is, of course, perfectly willing to grant the licenses 
requested, and has submitted a draft agreement in which we 
would receive an option to acyuire licenses, at a royalty not 
exceeding %, for various communications eyuipments under 
patents on inventions made prior to January 24, 1941, by Link 
or by General Precision or by any of their subsidiaries. 


Mr. Relson und Mr. Crews stated that General Precision 
treats its subsidiaries as autonomous, that some of them had 
raised questions about granting any such licenses to us, and 
that so much time might be consumed that Relson and Crews felt 
that their position in the litigation would be prejudiced. 
They desire that Western accept a grantback simply from Link 
and its subsidiaries. In this connection, they referred to 
Section X (A) and X (C) of the decree and they stated that 
they felt that the only grantback which we could insist on 
was that which is provided for in Section X (A), namely, a 
grantback under patents of the applicant and its subsidiaries. 
They said that they construed Section X (C) (which relates to 
a grantback under patents of a parent) as simply authorizing 


us to execute an agreement containing such a grantback when we 


are able to negotiate it with the applicant, and not as authoriz- 
ing us to insist on such a grantback. 


I stated that we did not so construe the decree. I 
pointed out that Section X (C)(2) would have been unmecessary 
if it had only the meaning which Crews and Relson attached to 
it, since under Section X (A) we can of course accept a grant- 
back under any patents which the applicunt is able to license 
us under (whether they are patents of its parent company or 
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even of a stranger). _J also peinted out that the whole 
-Zespane e-ba_pacend nebo pekch Mind Speh Mel 9eb-A_ grant 


und sinse 
arly s0 rned, 
we would ave_no Assurance as to.what-we-were getting. 


IT pointed out that it was just as artificial and unsatisfactory 
to gay that we were not entitled to a license under the 
patents of the parent of the applicant as it would have been 
to say that we were not entitled to licenses under patents 

of a subsidiary of the applicant, since a subsidiary eorpora- 
tion could always be organized simply for the purpose of 
making application to us for a license if its parent could 
thus escape. 


My impression was that Mr. Crews and Mr. Relson were 
completely convinced by this diseussion. They pointed out 
that they themselves represented only Link, and not General 
Precision. Mr. Gosnell and Mr. Merwin, who have had other 
negotiations regarding a possible patent license agreement 
with General Precision representatives, pointed out that they 
might be able to expedite a solution by raising the probles 
themselves with the General Precision people, and it was left 
that they would make such an approach. \ 


Subsequently I recalled to Mr. Gosnell's attention the \ 
fast that in the proposed agreement we ure attempting to get \ 
options rather than licenses. I pointed out that it was per- 
fectly proper for us to endeavor to get ions ation, 
but that under the decree the only thing we could insist 
on was 4 license. Mr. Crews and Mr. Relson had not referred to 
this point. However, I suggested that we should not at ahy time 
make Our willingness to gram the licenses requested by Link 
conditional upon our receiving options. 


In this case, our patent licensing organization prefers 
options because they are unwilling to commit themselves to 
pay royalties, which conceivably might be substuntial, under 
General Precision's future patents. There is no basis on whic 
to negotiate any royalty-free grants to us in this case, since 
Link desires licenses only under pre-decree patents, royalty- 


free. 

Orig 2 sere EY 

bi. 3. aereen, JY 

H. C, ANDERSON, JR. 
HCA: AK 


Va t. he & yore dar Mier, 
‘¥ } puetese 
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LINK AVIATION, Inc / 


BINGHAMTON, NEW YORK ~ 


E.A.WILLIFORD _ bt sare’ 
onmmeane April 13, 1956 
WA. 


E. J. Kane, Esq. 
Patenting Licensing Div. 
Western Electric Conpany 
195 Broadway 

New York, New York 





Dear Mr. Kane: 


Link Aviation, Inc. hereby requests that a free 
license be granted to them under the ''Bell System 
Patents'', available for free licensing pursuant to the 
terms of the recent consent decree. 


Link Aviation, Inc. hereby offers the grant back 
of a license under its patents under the terms and under | 
the limitations stated in the consent decree. 


I would appreciate it if you would advise me just 
what steps should be taken to effectuate this license to 
Link and also to effectuate the license back, if sucha 
license is desired by Western Electric Company. 

Yours very truly, 
MAMA 
EAW :amk 


cc: Darby & Darby 
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April 24, 1956 


MR. E. Ae “ILLIFORD, President 
Link Aviation, Inc. 
Binghsmton, New York 


Dear Mr, “illiford: 


This is to acknowledge your letter of A ril 13, 
1956 to Mr. E. J. Kane, requesting royalty-free license 
under Bell System natents oursuant to the »rovisions 
of the final judgment of January 74, 1956. 


We are prepared to extend non-exclusive royalty- 
free licenses under 111 United States Bell System patents 
(other than patents of Teletypesetter Corporation) issued 
orior to January 24, 1956, for snecified equinments. We 
note that you are willing to grant non-exclusive licenses 
to us under your patents on terms snd to the extent that ve 
may desire them pursuant to the orovisions of the decree. 
In this connection, we wish to refer you to Subsection (C) 
(2) of Section X of the final judgment. 


In recent months we have ad come discussions 
of patent licensing matters with Dr. R. L. Garman of General 
Precision Laboratory, Incorporated and Mr. J. 3. Boyer 
of General Precision Fquipment Corporation, and it would 
seem to us that any license agreement should probably be 
made with your parent company. However, to assist us in 
determining whether or not we will request licenses under 
General Precision Foulpment Corporation's vatents for 
common carrier communication equipment and to enable us 
to formulate some preliminary ideas as to a form of 
license agreement that we may offer for your -onsideration, 
we should enpreciete it if you would provide us with the 
following informations 


(1) A list of the ecuipments for which Link 
Aviation desires royalty-free Licenses 
under Bell System pvstents issued prior to 
January 24, 1956. 


(2) Is Link Aviation interested in licenses for 
the ecuipment identified with (1) above 
under Bell System patents issued after 
January 23, 1956, such licenses to be at 
reasonable royalty rates? 


26086 O—5S—pt. 2, vol. 2 42 
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For your convenience we are enclosing Section X 
and the related ‘4efinitions, which ere the provisions of 
the decree relating to patent licensing. 


Very truly yours 


wate ap Patent License Representative 
Enclosure 

Co to: 2 | ete 

ioe te Le Garman Zé wz4 Ad Pere Ci twat ) 

Mr. J, B. Boyer ( “ ) 


6k Wy. htt 
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LINK AVIATION, INC. 


BINGHAMTON, NEW YQRK 


E.A.WILLIFORD May 14, 1956 


PRESIOFNT 


‘ 
Mag 
fe , 
yw gee 
Western Electric Company, Inc. L 
Vn 
Finance Division am y 


195 Broadway 
New York 7, New York 1 


Attention: Mr. Gaius W. Merwin 
Dear Mr. Mérwin: 
This is in response to your letter of April 24, 1956. 


The equipments for which Link Aviation desires a 
royalty-free license are all the equipments which the company 
is making or may make in the future, We desire that the license 
be unrestricted, as required by Section X (A) and (C). 


The correct name and address of Link Aviation is as 
follows: 


Link Aviation, Inc., 

a New York corporation with 
its principal office at 
Nowlan Road, 

Hillcrest, Binghamton, N.Y. 





Link Aviation also desires that the license grant immunity 
under your foreign patents, pursuant to Paragraph X (E)e. Link 
Aviation is not interested in any license under patents which do 
not come within the royalty-free provisions of the decree, whether 
the decree includes patents issued on January 24, 1956 or not. 


Link Aviation desires to obtain a license for its own 
needs, separate and apart from any licenses which other subsid- 
iaries of General Precision Equipment Corporation may wish to 


eeeeemneninnneeese 
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Mr. Gaius W. Merwin 
Western Electric Company,Inc. -2- May 14, 1956 


obtain, In order that you may determine whether or not Western 
Electric Company is interested in the grant-back of a license 
under Link patents on the terms and under the limitations of the 
consent decree, I provide herewith a listing of all United States 
patents owned or controlled by Link Aviation, Inc. 


Very truly yours, 


EA W /ak is 
Enc. | 
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UNITED STATES PATENTS OWNED OR CONTROLLED BY 


LINK AVIATION, INC, 


D-132,977 2, 469, 918 
D-144, 308 2,475, 355 
D-173, 618 2, 475, 366 
1, 825, 462 2, 485, 262 
1, 982, 960 2, 485, 266 
2, 099, 857 2, 485, 286 
2, 110, 869 2, 485, 291 
2, 119, 083 2, 485, 292 
2, 178, 637 2, 485, 293 
2, 179, 663 2, 485, 301 
2,244, 464 2, 485, 331 
2, 310, 031 2, 485, 499 
2, 349, 506 2, 487, 758 
2, 358, 016 2,491, 744 
2, 358, 018 2, 493, 228 
2, 359, 484 2, 493, 482 
2, 359, 866 2,510, 500 
2, 360, 882 2,510, 529 
2, 364, 539 2,510, 578 
2, 385, 291 2,510, 579 
2, 391, 245 2,510, 580 
2, 395, 559 2,514, 303 
2, 396, 857 2,514, 762 
2, 399, 365 2,514, 770 
2, 406, 085 2,531, 521 
2,417, 554 2, 543, 872 
2, 420, 048 2, 553, 526 
2, 435, 502 2, 554, 394 
2, 439, 168 2, 559, 039 
2, 439, 169 2,559, 387 
2, 442, 205 2,574, 570 
2, 442,297 2, 602, 243 
2, 443, 076 2, 602, 244 
2, 445, 673 2, 627, 675 
2, 450, 239 2, 685, 747 
2, 450, 240 2, 709, 308 
2, 450, 261 2,715, 208 
2,460, 511 2,715, 782 
2, 465, 158 2, 722, 059 
2, 465, 165 2, 724, 108 
2, 467, 899 
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Praassed Isthan to Vortern *s Tscure Licen-es rt 
Fersonchle ‘twoyal*fer under vrecen! né@ Future 
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Carrier current oysters 
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Sound recoa*din nd reproducing <-ysters 
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St-tion ysteus 
Computers 
Radio indication systems 
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June 8, 1956 F , 
LINK AVIATION, INC. sities 


MEMORANDUM 


I called on Mr. E. A. Williford, President of 
Link Avaition, Inc. at Binghamton, New York on June 7th 
in order to discuss his letter of May 14, 1956 with res- 
pect to their resuest for a royalty-free license under 
our issued patents as of January 23, 1956. Mr. F. H. 
Crews and Mr. Stevens of Darby and Darby were also present. 


After a discussion of various aspects of the 
Final Judgment of January 23, 1956, I pointed out again 
as I had in my letter of April 24th that we would like 
to extend licenses for specified equipments and that it 
seemed to us that Link Aviation's reouest for a license 
Bight be merged with the proposed broad cross license 
pement_ Lh Ah. their parent company, General Precision 
i ipment Corporation. Mr. Crews commented that Link 
“Wished to obtain rights under our patents in the very 
near future and thus they cannot wait for rights through 
a cross license agreement which might well take six months 
to a year or longer to negotiate. While no trial date 
Tas been set for their Curtiss-Wright suit, Mr. Crews 
expects to file his answer within the next 60 days. 
It was not clear as to how a non-exclusive license under 
Bell System patents would help in the suit, but he stated 
that Link needed such a license in its answer to the suit. 


As a result of Link Aviation's insistence in 
desiring a royalty-free license under our patents without 
waiting for execution of a cross license agreement with 
General Precision Equipment Corporation, Mr. Williford 
suggested that we extend a unilateral license to Link 
under our existing patents and then the question of grant- 
backs could be taken care of in the proposed future cross 
license agreement. After some dizcussion, I suggested 
the following tentative proposal for discussion and pointed 
out that it was in no way an offer of a license: 


In place of a royalty-free license under our 
existing patents as of Jamary 23, 1956, for any 
and all types of equipment, I suggested that con- 
sideration might be given to a short— term interim 
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license with Link Aviation, Inc. for two or three 
years which would be limited to airplane trainers 
and with the understanding that any licenses for 
a longer term would be included in the proposed 
broad cross license with General Precision Equinp- 
ment Corporation. 


Western Electric would receive an option to secure 
licenses under the present and future patents of 
General Precision Equipment Corporation and its 
subsidiaries at reasonable royalties for specified 
types of communication evcuipment and 2a tentative 
list of apnaratus that might be covered by such 

an option was ‘anded to Mr. Williford (copy 
attached). If such an agreement were made with 
Link, General Precision Evuipment would of course 
have to assent to it. 


After considerable discussion of this tentative 
proposal, Mr. Williford expressed the opinion thet it 
might be satisfactory as an interim arrangement, and the 
matter was left that he would discuss it with Mr. Place 
end we could expect to hear from him at a later date. 
Mr. Crews, however, commented that he was not sure that 
they would be willing to take a license limited to airplane 
trainers, as he felt that under the Final Judgment they 
hada right to insist on licenses for any and all eguipment. 


There was also a brief discussion of whether any 
foreign patents should be included in the proposed cgree- 
ment and I mentioned that I had checked up <nd found that 
we nad filed some of our trainer patents in England. Link 
Aviation, Inc. has a subsidiary comoany in England and Mr. 
Williford wishes to discuss vith their Inglish lawyers 
whether they need a license under Bell System patents in 
Fngland. In this connection, I pointed out that while 
in the proposed U.S. license they would receive ‘oreign 
immunity on licensed apparatus made in the U.S. end sold 
abroad, they would not be licensed to make under foreign 
patents. I mentioned that if shee decided to request a 
license to Z 5 





Mr. Williford expressed considerable regret that 
he had been unable to work out with Mr. Alden, end Mr. 
Place in turn had been unable to work out »ith Mr. Pest, 

2 plan for purchase of Bell System United Stetes patents 
involving airplane trainers. He expressed the opinion that 
Curtiss-Wright was infringing a number of Bell System patents 
and ownership of such patents would have been most hel»ful 
in their present suit with Curtiss-Wright. In this 
connection he mentioned that while Curtiss-Wright had not 
Pere eed to license them under the Dehmel patents, they had 

Ndicated that they might onsider licensing them at é 
royalty of not less th 62. 

, ww 


W. MPRW 
Att. GaIus PRWIN 
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July 30, 1956. 
LINK AVIATION, INC. 


MEMORANDUM 


Mr. Gosnell and Mr. Merwin while visiting with 
Mr. Morris Relson of Darby and Darby on July 19th, dis- 
cussed briefly what should be included in a definition 
for "airplane trainers" for the proposed Link contract. 
Mr. Relson felt that the oroposed license for airplane 
trainers shouli be expanded to include the use of such 
trainers in connection with the navigation of ships and 
the operation of vehicles. He therefore suggested that 
in place of a license for airplane trainers we include 
a license for "flizht or navigation simulators." He 
informed us that the Douglas Aircraft people are planning 
to use a Link trainer to assist them in working out 
problems involved in the engineering and design of a new, 
very large plane which is on the drafting boards but may 
not be completed for three or four years. He suggested 
that our definition fre broad enough to include equipment 
built for such use. 


We told Mr. Relson that the proposed agreement 
with Link Aviation was being drafted by our attorneys and 
that we would incluce a definition of a flight or naviga- 
tion simulator along the lines that he had suggested. 


In referring to the Curtiss-Wright suit against 

Link Aviation, Mr. Relson told us that the fact that we 
could sublicense under a certain Dehmel patent for "all 
ourposes other than those of ground training, teaching 
and instruction of aircraft versonnel and amusement 
purposes" would be helpful to them in the law suit, as 

ink wo.ld be licensed for other trainer uses under the 
Dehmel patent which came within our sub-licensing rights 
and such uses are also involved in the law suit, 
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October 29, 1956 Fly 


ray 
LINK AVIATION, INC. h:é 


MFMO RAN DUM 


Mr. Morris Relson of Darby & Darby called me on 
the telephone on October 24th while Mr. Wolf and Mr. Van 
Pelt were with him in connection with the Emerson agree- 
ment. Mr. Relson told me that he thought that the option 
clause in the proposed Link agreement should be expanded 
to include the usual boiler plate covering the making of 
royalty payments, -udits, <tc. I told Mr. Relson that we 
had purposely left these clauses ouf as we thought that such 
details could be settled when any royalty rate under the 
option is finally determined but that such clauses of course 
could be added if it is finally decided that they are needed. 


Mr. Relson told me ‘hat his principal question 
relates to the need for speed in getting the royalty-free 
grant to Link Aviation and therefore wanted to know if we 
would consider putting the option in a separate agreement. 
I told Mr. Relson that I saw no reason why theré could 
not be two agreements, provided they are executed simul- 
taneously but that under the circumstances it seems much 
simpler to keep the whole matter in one agreement. The 
main point I made clear is that under the consent decree 
we are entitled to receive licenses under present and 
future patents of an applicant and therefore we would 
wish to receive the proposed option for licenses at the 
same time we extend the proposed royalty-free licenses 
to Link. 


Mr. Relson said that he, Mr. Williford and Mr. 
Boyer had not yet completed their review of the proposed 
agreement but that he wanted to raise this one question 
relating to the option with us. I said that I would be 
glad to discuss any questions with respect to the proposed 
egreement with them et any time. 


WAL) 


sAIUS W. MERWIN 





/ 
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November 30, 1956 
LINK AVIATION, INC, 
MEMORANDUM 


Mr. F. H. Crews and Mr. Morris Relson of Darby < 
Darby visited Mr. Gosnell and Mr. Merwin on November 29th 
for a discu sion of our proposed license agreement with 
Link Aviation, Inc. They raised the same matter that Mr. 
Relson had previously discussed with Mr. Merwin by tele- 
phone, which was that we replace the proposed agreement by 
two agreements. One agreement sould then be with Link 
Aviation, Inc. and would extend them the royalty-free licenses 
that they desire under our predecree patents and the second 
agreement would be with General Precision Ecuipment Corpora- 
tion under which they would extend us the proposed option 
under their present and future patents for specified systems. 


Mr. Relson stated that their reason for requesting 
a separate agreement with Link Aviation was that General 
Precision had run into some delay in getting their 20-odd 
subsidiaries to agree with the proposed option to Western 
under the patents of General Precision Equipment Corporation 
and its subsidiaries and that Link Aviation needed tc be 
licensed under Western's patents in connection with the lew 
suit instituted by Curtiss-Wright. 7 Thus they would very 
much like to have us extend the royalty-free license as 
proposed to Link Aviation and then let the option under 
General Precision's patents be handled by a separate 
agreement which would be executed at a4 later date. Mr. 
Merwin stated that we saw no great difficulty in seperate 
agreements if that would better meet their needs, provided 
both agreements were executed on the same date and “e made 
it clear that under the consent decree_we had the right, 
in granting a royalty-free license unaer our predecree 
patents, to receive a grantback of licenses under present | 
and future patents of the whole General Precision Fauip- 
fient Corporation. Theréforé we woul@ not want to extend” |, 
a royalty-free license to Link without at the same time 
obtaining a grentback under the patents of General Precision 
Equipment Corporation. 7 


In view of our unwillingness to extend 4 separate 
license to Link, Mr. Crews informed us that he and Mr. Relson 
questioned our interpretation of the consent decree as to 

_our right to obtain a grantback under the patents_of 4 parent 
company and [ts Subsidiaries. We ssked Mr. Howard Anderson 
and Mr. W.-R: Wootward-te join us at this point. There was 
considerable discussion of our interpretation of the consent 
decree on this particular point and it appeared that Mr. 
Crews «and Mr. Relson will probably accept our interpretation 
of the matter. Mr. Crews pointed out that the only thing 
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holding up the proposed agreement is the fact that it would 
take more time for General Precision to secure the concurrence 
of its subsidiaries in the proposed grant of an option to 
Western. In discussing this matter, we pointed out that as 
far as we are concerned it would be satisfactory to us if 
General Precision Equivment were willing to sign the proposed 
assent to the agreement and then clear up the internal matter 
of the grant of rights under subsidiaries! patents at some 
later date. As this is a question involving General Precision 
Equipment Corporation, who are not represented by Darby & 
Darby, Mr. Gosnell and Mr. Merwin agreed to discuss this 
aspect of the proposed agreement with Mr. Boyer, General 
Patent Attorney for General Precision Equipment Corporation. 


eb, 


TUS W. MERWIN 
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December 3, 1956 





Subjects: Link Aviation Ce 


Mr. ‘Yoodward and Mr. Gosnell visited Mr. Boyer, 
patent attorney for General Precision Equipment Corvora- 
tion, Monday, December 3, to discuss the proposed license 
between “'estern Electric Company and Link Aviation, Inc. 
This proposed agreement grants Link royalty-free licenses 
under pre-decree patents for several items including flight 
or navigation simulators, and grants Western an option to 
obtain a license to be negotiated, not to exceed 3% for the 
principal communication categories under the present and 
future patents of Link, GPF, and their subsidiaries, Link 
originated the reauest for a rovalty-free licqnse in order 
to assist them in their covrt case with Curtiss-Wright. 
we felt that we should obtain a grantback as permitted under 
the decree and suggested the option treatment. 


The Link people had previorsly stated that they 
were willing to go along with this agreerent but that the 
GPF peonle thought the granting of licenses under their 
patents and their twenty subsiciaries' patents would take 
too long. The Link attorneys, Messrs. Crews and Relson 
sugeestec that we discss the matter further with GPE, be- 
cause they wanted their license immediately. 

Mr. Boyer stated that some of their subsidiaries 
had a number of projects which might result in granting 
exclusive licenses to others Curing an intcrim veriod of 
exploitation for certain itens. They cited as an example 
the fact that one of their subsidiarics, Librascope, had 


formed a corporation with the Royal-McBee Corporation, of 
which 50° of the stock was owned by each company. This 


new corporation was given the right to exploit certain com- 
puter devices on an exclisive basis in order to promote a 
market, They cited another subsidiary that had recently 
obtained control of certain patents and said that there was 

a nossibility that they might either grant exclusive licenses 
or sell the patents anc they therefore could not go along 
with our proposed agreement. We pointed out that under the 
decree we could condition the grant of a rovalty-free license 
to Link on obtaining a grantback uncer the present and future 
patents of GPF and its subsidiaries at reasonable royalties. 


Mr. Boyer said that their company disagreed with 
our opinion and that they thought we could only demand a 
grantback from Link. We pointed out the reason for our 











ee 
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MEMORANDUM TOR FILF 
Subject: Link Aviation, Inc December 3, 1956 


position, as exnlained to Messrs. Crews and Nelson last week 


in connection with the Link discussions. eee 
possibility of solving our. problem would be to the 
grantback from GPF and its subsidiaries to certain named 
nicrowave components the areas in which we thought GPE would 
contripute thé most in the way of patents of interest to us; 
SvCh a grant tobe a Ticense instead of an option. Mr. Boyer 
torent this was worth considering and suggested that we 

Giscuss the matter further with Mr. Rinear, Vice President in 
Charge of Operations of GPE, Mr. Boyer will contact Mr. Rinear 
and set up a date for another discussion. 


Tn connection with our suggestion that we might 
take a jicense for microwave components, we had in mind the 
fact that we need a l*cense under the Lourdes patent owned 
by General Precision Laboratories in connection with a wave 
guide component in the TH radio relay system. 


R. h, SNELL 
RWG:H “ 
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Decenber 9 1956 


Me MORANTUM FOP FILF 
See ee Seen tg int 





Mr, Crews, attorney for Link Aviation, Inc., 
called me on the telephone Tecember 5 and wanted to 
<now what happened in our discussion with Mr. Boyer 
early last week, I tole nim that the reason for the 
delay in GPF's gettine their svbsidiaries to consent 
to the grantback was hecavse they had some project 
for which they wanted to crant exclusive licenses for 
a period. I further told him that I suggested we 
would consider cutting down the grantback to micro- 
wave components and that Mr, Boyer thought this might 
be workable, 

I suggested that in view of the change in 
the situation Link might be agreeable to taking a 
Ticense at this time only for trainers in order to 
sneed negotiations. Ke said he would agree and under- 
stood we might want more grantbacks from GPE if Link 
wanted more licenses later, byt that the broad cross- 
license with GPE might take care of it. 


R. W GOSIT-LL 
- + 
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ce: Mr.wW.R. Woodward 





ir. Woodward anc Mr. Gosnell visited the offices 
General Precision Equipment Corporation on Decerber 10 

to discuss the Link case, Those present were ‘ir. Hinear, 
Vice President of G.P.E,, Mr. Boyer, General Attorney of G.°.F., 
Mr. Mackey, Patent Attorney of C,?.L., and Messrs, Crews, 

elson and Stephens of Darby & Darby. 


~< 


Mr. Gosnell reviewe¢ the terms of the vroposed con- 


tract that had been submitted to Link, stating that he had 
been informed by Mr. Boyer that this »roposal was unacceptable 
to G.P.F. He then made a counter-proposal that in order to 
speed negotiations 'estern grant Link a license for trainers 
néer pre-decree natents, rovalty-free, and that ©. P. E. 


grant western a license for seven microwave devices, as set 
forth in the attached, uncer the vresent and future patents 
of G. P. ~. and its twenty svbsidiaries, 

‘ir. Rinear stated that this vroposal was unaccentable, 
had a loan of $25,000,000 from a bank and one of 


}] the con ns of the loan was that G.P.F. may not make any 
Jeals w h bind the assets of their svbsidiaries. Fach sub- 
sidiary must make its own deals on vatents. 





‘TT. Rinear said that suggestions had been made to 
pool the natents of the subsidiaries, or to obtain licensing 





rights une ubsidiaries' patents, hut because of the 
loan n could not be done. He said that the 
microwave patents were all held by G.P.L., who wovld be glad 
. . 


tO grant 


° e Fell System a license, Mr, Mackey sai” the terms 
world be 


Te also mentioned that the only other subsid- 
jary of ©.P.*. that was engaeed in microwave business was 
Kearfoot, and he would arrange for Kearfoot to grant G.P.L. 


4 


ignts under patents of their inventions. 





*7 "oral 
svblicensing r 


“yr. Crews statee that Lin’ world have no objection 
to ovr grant them a license oniv for trainers at this 


time, 


Mr. Gosnell state? that it was the opinion of our 
attorneys that uncer the eecree we had the right to receive 
a license under the oresent ané future vatents of G.P.E. and 
its subsidiaries as a condition of ovr eranting Link the 
| rovalt --free license it reauested, Mr. Rinear said that 


their company did not agree with this interpretation and even 
thouch thev cid agree G.P.E. co:1d not erant us the license 
we want for the reasons stated above. e said he had dis- 
evsse@ this with Mr, Place, an¢ there was no other answer, 
vr, Cosrell said that he woul? consifer the matter and let 
Mr. Boyer «now whet the next step would be, 


PGsH 2 Aglvepere it 
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DARBY & DARBY 








SAMUEL E. DARBY «ee? e306 CABLE ACOMESS YORAD, wEW YORK 
WALTER A OARBY eco ATTORNEYS AND COUNSELORS AT LAW 
SAMUEL E DARBY. Ue vee: 047 PATENTS, TRADE MARKS. COPYRIGHTS TELEPHOWE MUMMAY HLL © 
LOUIS O FLETCHER CHRYSLER BUILDING a! 
FLOYO & CREws 405 LEXINGTON AVENUE 5 
DONALD Vv OVEROCKER NEW YORK 17 N.Y u as 
HARVEY W. MORTIMER | by 4 
MORRIS REL SON {) 1 fF = 
F u 5 1Q57 ) i. Me 
ARO G. STEPHENS (oc ear F sbruary 5, Qo8”7 : : 


ebru 195 
ROBERT A MAIKIS ~ } 
7 % 
Ais7 
j 


hr. R, We oh - yw" at 


Fatent Manager, ym (3-? 
in T >» ’ 


Western ic Company, I 


195 Breéadway, tT ~”" we 









Re: License Agrsement between Western 
«) a+ tan mrany ne Tan Awd -t nv Tuna 
PAL 2 DT iss Ds A ED 
Dear Yr. Gosnell: 


In reply 
copies of a tenta 
tween Western cle 
we have now gone 
cormmrents. 








With respect to Article 1, ssecti 1, the equif- 
r t specified nr t better rea "Flight ,Navigetion or 
junnery Simulators ané rtions thereof". You will under- 


s:and that Link has also made various kinds 














4 
for gunnery training, and in some instances has supplied 
major portions of such equipments. 
In Art! » ~ection 4, it mig be clearer t 
vide the section into the var catezories 
rn's Fatents”. This can be follows: In 
ine 1, after “reans" insert (e 4, after the 
re icsert (b line lz, af " {nsert (c 
if y wish, e& f these subd-civis s i ne sacs 4 
separate paracrapt 
At the erd of Article I, there micht well be 
inserted a new Section 7 sirilar t tre in th merson 
“$- — 
arreerent and reading as follcws: 
"canet , * + . ' e 
Section 7. Wester arvrees tnat, upon recel:t of a 
written request from Licersee, :t will amend tnis arre-- 
tent to include therein additional licenses for such 
equiprent or equi:rents as Licensee snall specify in 
said request. saia additicnal licerses to be of the same 
chéeracter, score ara duration as tre licenses granted in 
Secticn 1 of tris Article I ané t be effective retro- 
i 
ly 
| 
ie 
i 
. 
i} 
" 
U 
i 
\ 
26086 O—5S—pt. 2, vol. 2 45 
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r oe o8°.84 -2- re’ ruery 5, 1257 
sctively to January 24, 1-5€ Nestern acrees 
ac<iticnal licenses sneil not ce ecné'tionede up 
ce:.see zrartineg cr azreeinv to rrant to Westerr 
n°erican any licenses unser its patents. 
as I recall our prior 2!scuss is, tois new 
was crouznt up previously “Sut wes then SONetS to be 
rriate because cf the aoserce of any comple uncers 
between western .lectric anc the reva' ine senesral Frec! sion 
rroanies. however, now it arrears ¢ 318 thet Nestern Zlectric 
has cdevter ined wrat kina cf erantcack licenses it desires from 
the ber General Frecision vompanies (particularly General 
Frecisi on Léboratories and Kearfott). Hence insertion of 
this new Section 7 is believed rroper now. 
In Article III, Section 2(a), it is suegested that 
in line 2, the word "except" and the remainder of the phrase 
in lires 2 and 3 be deleted. In addition, Section 3 might 
be renumbered as Section 4 and a new Section 3 inserted, read- 
inz as follcws: 

"Section 3. In any suit for infrinzerent broucht 
against Licensee for infringement of any of Western's 
patents as defined in Sections 4(b) and 4(c) of Article 
I, Licensee shall have the rigrkt to challenge the 
score of such patent or patents, and snail not be es- 
topped to do so by any express or implied lanscuage or 
reaning of tris agreenent or by operation of law or 
otherwise.’ 

In the definition in the Appendix, in line 3, 
efter "“oricinated by" insert --a device or--. In line 6, 
after the corma, insert --or accessory equipment in conjunction 
with said aircraft, ship, or other venicle,--. At the end of 
line 9°, af fter the comma insert --(b) {or use in testing and 
evaluating the operating proficiency of personnel or apparatus, 
In line 10, “chanze"(b)" to-(c)~*, In line 11, change “equipments 
of (c)" to read -- aircraft, ship, or other vehicle (d) -- 

If you have any comments with respect to the foregoing 
su>gested changes, I shall be very happy to talk with you about 
them by telephone or to arrance for a conference so that we can 
settle the wording of this agreemext promptly. 

Very truly yours, 


Ma Lip ee 


Morris relson 
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February 14, 1957 


LINK AVIATION, INC 
MEMOR.ANDUM 


Mr. Morris Pelson of Derby * Darby visited Mr. Merwin 
and Mr. H. K, Baker on February 13th in order to discuss his 
7 
+ 


letter to Mr. Gosnell of February 5, 


As ea result of our discussion it was tentatively 
agreed that we would include "Gunnery Simulators" along with 
"Plight and Nevigation Simuletors" in the proposed license 
and also make the modifications in the cefinition of the 
licensed ecuinment as suggested by Mr. Relson's letter. 


Mr. Relson exolained his reasons in connection “ith 
the Curtiss-Wright suit for wanting the changes he had suggested 
in Article III. Mr. Baker egreed to set up a letter which would 
meet the points raised by Mr. Relson and which might be signed 
at the same time as the sgreement. 


When Mr. Merwin explained that Western is not to 
receive all the licenses that it desires under General Precision 
Equipment Corporation's patents in connection 'ith the proposed 
license agreement covering microweve devices, Mr. Relson 
agreed to drop his requested modification of Section 7 of 
Article I. He also agreed to drop his suggestion for Section 4 
of Article I, which involved simply subdividing the section 
into various categories. 


The matter was left that Mr. Baker would set up a draft 
of a proposed letter to carry out the points mentioned above 
and then he and Mr. Merwin vill review this with Mr. Relson. 


a 
AIUS W. MERWIN 
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LINK AVIATION, INC. 


Hillcrest 
Binghamton, New York ' 
Attention: Mr, Ralph Barnard } 


Mr. Clayton Axtel 

c/o Hinman, Howard & Kattel 
Binghamton, New York 
Security Mutual Life Building 


Msrch 14, 1957 


MF. MORFIS R™LSON 
D-rby hk rby 

495 Lexington Avenue 
New York, New York 


De: r Mr, Relson: 


I am enclosing two copies of the vroposed Link 
Aviation, Inc.-Western PFlectric Gompany, Incorpor:ted 
license -greement, together sith two coples of - related 
letter, which vould extend royalty-free iicenses under 
our ore-decre patents to Link Aviation for flight, 
navigetion or gunnery simulators. These documents have 
been executed by Western Electric Company, “nd I am 
enclosing three extra copies of each for your use, 38 
recuested. Will you please have two copies of both the 
cgreement and the related letter executed by Link Aviation, 
Inc. and return 2 set to me, 


This egreement ith Link Aviation has been 
executed by Western with the understanding that the 
oroposed agreement between General ’recision Laboratory, 
Incorporated end Western Electric covering microwave 
devices will be executed by General Precision Laboratory. 


I am lso enclosing for your information two 
copies of the proposed ‘greement between General Precision 
Laboratory «nd Western Electric Company. Two copies of 
this erreement “ave been executed by Western «nd sent to 
Mr. Mecken for execution by General Precision Laboratory. 


Very truly yours 


GAIUS W. MERWIN 


GWM: Jp Patent License Representstive 
Fnelosures 2 ‘ ee . 
ters Ll 
Copy tor ) oe 
Mr. J. B, Boyer 2 Cop Wn. Rehn 











LICENSE AGREEMENT 
BETWEEN 
WESTERN ELECTRIC COMPANY, INCORPORATED 
AND 


oe LINK AVIATION, LNG, 
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LICENSE AGREEMENT 


Effective as of January 2+, 1956 ; 
Western Exvecrric Company, INcoRPoRATED, a New York 
corporation (hereinafter referred to as ‘‘Western’’), and 


LINK AVIATION, INC., a New York corporation 


(hereinafter referred to as ‘‘Licensee’’), having an office at 


Hillcrest, Binghamton, New York 


agree as follows: 


ARTICLE I 


Grants Or Licenses AND IMMUNITIES 


Section 1. Western grants to Licensee under Western’s 
patents non-exclusive royalty-free licenses for: 


Flight, Navigation or Gunnery Simulators, — 


oP 
wr 
“ 


as defined in the Appendix attached hereto and made a 


part hereof, hereinafter referred to as ‘‘equipments.”’ 
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Secrion 2. Western grants under patents issued in 
countries other than the United States and owned or 
controlled by Western, American Telephone and Tele- 
graph Company, a New York corporation (hereinafter 
called ‘‘ American’’), or their subsidiaries, royalty-free im- 
munity relating to the sale, lease or use in such other 
countries of equipments specified in this Article I, and 
maintenance parts therefor, manufactured under the li- 
censes granted herein under Western’s patents issued in 
the United States. 


Sgcriox 3. Except as provided in Article IV hereof, all 
licenses herein granted shall commence on the effective 
date hereof and shall continue for the entire unexpired 
terms that the respective patents under which they are 
granted are in force, or for that part of such terms for 
which Western has the right to grant such licenses. 


Secrion 4. ‘‘Western’s patents’’ means all patents 
issued in the United States prior to January 24, 1956 and 
on said date owned or controlled by American, Western or 
any of their subsidiaries, all patents issued in the United 
States prior to January 24, 1956 on inventions made by 
employees of such companies in the course of their em- 
ployment (other than employees of such subsidiaries ex- 
clusively engaged in the performance of contracts with 
the United States of America) employed to do research, 
development or other inventive work, subject to any re- 
leases of rights to such employees granted prior to Jan- 
uary 24, 1956, and all patents of others issued prior to 
January 24, 1956 in the United States and under which 
and to the extent to which any such company on January 
24, 1956 had the right to grant the licenses and rights 
which are herein granted by Western. The term does not 
mean nor does it include any patents of Teletypesetter 
Corporation, a Delaware corporation. 
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Section 5. A ‘‘subsidiarv’’ is a company the mujor- 
ity of whose stock entitled to vote for election of directors 
is now or hereafter controlled by the parent company 
either directly or indirectly, but anv such company shall 
be deemed to be a subsidiary only so long as such control 
exists. 


Section 6. The grants of the licenses granted here- 
under to Licensee, include the right to grant sublicenses 
within the scope of such licenses to its subsidiaries. Such 
right of Licensee may he exercised at any time during the 
period for which such a license granted hereunder to Li- 
censee continues in force. 


ARTICLE Il 


GeNeRaL Provisions Retatina To Licenses 
Anp SUBLICENSES 


The licenses granted in Section 1 of Article I hereof 
for the equipments therein specified are licenses to make, 
have made, use, lease and sell such equipments. Such 
licenses include the right to maintain such equipments, 
to practice methods and processes involved in the use of 
such equipments and to make and have made, to use and 
have used, and to maintain machines, tools, instrumentali- 
ties and materials, and to use and have used methods and 
processes, in so far as such machines, tools, instrumen- 
talities, materials, methods and processes are involved in 
or incidental to the development or the manufacture of 
such equipments, the term ‘‘manufacture’’ including instal- 
lation, testing and repair. Such licenses do not extend 
to any other instrumentality or combination or to any 
method or process involved in the use of such equipments 
in combination with any other instrumentalities. 
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ARTICLE III 


MISCELLANEOUS PROVISIONS 


Srorion 1. Western shall, upon written request from 
Licensee sufficiently identifying any patent by country, 
number and date of issuance, inform Licensee as to the 
extent to which any such patent is subject to the licenses, 
immunities and rights granted hereunder to Licensee. 
If such licenses, immunities or rights under any such pat- 
ent are restricted in scope, copies of all pertinent provi- 
sions of any contract creating such restrictions shall, upon 
request, be furnished to Licensee. 


Szcrion 2. Nothing contained in this agreement shall 
be construed as 


(a) an admission by Licensee of the validity of any 
patent except within the scope and period of the 
license thereunder; or 


(b 


oe 


a warranty or representation by Western as to the 
validity or scope of any patent; or 


(c) a warranty or repregentation that any manufac- 
ture, use, lease or sale hereunder will be free from 
infringement of patents other than those under 
which and to the extent to which licenses are in 
force hereunder; or 


(d 


eee 


an agreement to bring or prosecute actions or suits 
against third parties for infringement; or 


(e) an obligation to furnish any manufacturing or 
technica] information; or 


(f) conferring any right to use, in advertising, publicity 
or otherwise, any trade-mark, trade name or name, 
or any contraction, abbreviation or simulation 
thereof; or 











3064 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


(g) conferring by implication, estoppel or otherwise, 
upon Licensee any license or other right under any 
patent, except the licenses and rights expressly 
granted hereunder to Licensee; or 


(h) permitting the assignment of this agreement or of 
any licenses or rights hereunder, in whole or in 
part; or 


(i) a release for any infringement prior to the effective 
date hereof. 


Secrion 3. <Any notice or request hereunder «hall be 
deemed to be sufficiently given when sent by reyistered 
mail and, if given to Licensee, addressed to Licensee at 
its office as above specified or, if given to Wertern, ad- 
dressed to Western Electric Company, Incorporated, at 
195 Broadway, New York 7, New York, or, in either case, 
at such changed address as either party shall have speci- 
fied by written notice hereunder. 


ARTICLE IV 


TERMINATION AND CANCELLATION 


Section 1. By written notice to Western, Licensee may 
cancel] the licenses for any specified equipment granted 
hereunder to it under Western’s patents. Such cancel- 
lation shall be effective as of the date of giving of said 
notice. 


Section 2. By written notice to Western specifying any 
of Western’s patents by number and date of issuance, 
Licensee may surrender and terminate all rights and 
licenses acquired hereunder by it under such specified 
patent or patents, with respect to all equipments, and 
maintenance parts therefor, except equipments and main- 
tenance parts manufactured, sold, leased or put into use 
hereunder prior to the date of giving of said notice. Said 
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surrender and termination shall be effective as of the date 
of giving of said notice. 


Secrion 3. (a) Every sublicense granted hereunder by 
Licensee shall terminate with the termination of its cor- 
responding license. 


(b) When a subsidiary’s relationship to Licensee 
changes, 80 that such company is no longer a subsidiary 
of Licensee, the licenses and rights granted hereunder to 
such subsidiary shall terminate. 


ARTICLE V 


ConsTRUCTION 


The construction and performance of this agreement 
shall be governed by the law of the State of New York. 


In Witwess WuHergor, the parties hereto have executed 
these presents ane have affixed their seals this lig day 
of MARCH, 19S : 


Wesrern Evecrric Company, [NCcoRPORATED 


BO sia Be 1K HY AO: 


Patent License Manager 





Attest: 
WL Jf Pa a “yy. 
Secretary 
LIK, AV iat it i: > ee 
I ; 
Attest fves tent 


oe a @ © 6 & eo 6 6-0 6 6'@¢ o.9 @ 8 6: 6 a oe. 8 


First Asst Secretary 
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APPENDIX 


For the purposes of the Agreement to which this Ap 
pendix is attached the following terms are defined as 
follows: 


"Flight, Navigation or Gunnery Simulator" 
means an aggregate of instrumentalities whereby 
action originated by a device or a person 
causes or controls action to simulate the 
operation of an aircraft, ship or other 
vehicle or accessory equipment in conjunction 
with said aircraft, ship or other vehicle, 
such aggregate being of a design primarily 
adapted (a) for use for ground training 
teaching and instruction of personnel, to) 
for use in testing and evaluating the operating 
proficiency of personnel or apparatus, (c) for 
use in the engineering and design of such 
aircraft, ship or other vehicle or (d) for 
amusement purposes. 








CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3067 


R W GOSNELL 


PATENT \\CENGE Mane 


Western Electric Company 


INCORPORATED 
FINANCE Division 
195 BROADWAY NEw YorK 7. N.Y. 
WOrrtn 4-2100 


oar 


LINK AVIATION, IN. 
Hillerest 
Binghamton, New York 


Gentlemen: 


There is in effect between us a license agree- 


ment of even date herewith relating to flight, navigation 


or 
modified 


l. 


20 


ry simulators. The license agreement is hereby 


as follows: 


After the comma (,) in line + of Article II 
the following is added: 


to add ancillary apparatus ani parts 
thereto, 


After the period (.) in line 16 of Article II 
the following sentence is added: 


Such licenses to maintain such equipments 
include licenses to substitute parts ani 
components of such equipments sold, leased 
or put into use prior to the date of such 
substitution. 


Section 2 (a) of Article III is deleted. 


Sections 2 (b) to 2 (1), inclusive, of Article 
III are remumbered as Sections 2 (a) to 2 (h), 
respectively. 


Section 3 of article III is remmbered as Section +. 


After Section 2 of Article III the following 
is added: 


Section 3. Nothing herein contained ani 
no act hereumier shall be construed as or 
result in an estoppel of Licensee's right 
to challenge the scope or validity of any 
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LINK AVIATION, IN. =2- Jamary 2+, 1956 


of Western's patents in any litigation 
between Licensee and others than 
American, Western or any of their 
respective subsidiaries. 


Except as hereby specifically modified, the 
license agreement shall remain unchanged. 


Please indicate your acceptance by signing ani 
returning the attached duplicate of this letter. 


Very truly yours, 
WESTERN ELECTRIC COMPANY, INCORPORATED 
By GC Webwoiia cK 
"Patent License Manager 
Accepted: 
LINK AVIATION, INC. 


By Ard ahirdheg cereus 


Fres fer” 
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Western Electric Company 


COPPORATEO 
195 Broaoway New Yorn 7.N_¥Y 
WOer. &2- 2100 


GENERAL PRECISION LABORATORY INCORPORATED 
63 Bedford Road 
Pleasantville, New York 


Gentlemen: 


In the preparation of the license agreement 
between us entered into as of even date, it —— occurred 
to us that one of the provisions of Section 2.4 may not 
be sufficiently clear. 


We would appreciate your indication of con- 
currence in our mutual understamiing that the effect of 
the third sentence in said Section 2.4 is that the royalty 
computed, as set forth in that sentence, on a Licensed 
Article which is assembled with other apparatus shall be the 
only royalty payable on the resulting assembly if such 
assembly would not itself be a Licensed Article except for 
the presence of the aforesaid Licensed Article assembled 
with other apparatus therein. 


We would also appreciate your indication of con- 
currence in our mutual understanmling that if any device sold, 
leased or put into use by Western or American, or any of 
their respective subsidiaries, is a Licensed b-ticle subject 
to royalty umier the license agreement of even date because 
of one or more of GPL's patents, and ~~ sale, lease or 
use is licensed umier the same patents by a patent license 
agreement, dated September 2, 1937, relating to 35mm Sound 
Picture Reproducing Equipment between Western Electric Company, 
Incorporated and General Precision Equipment Corporation 
(which was termimted by mutual consent of such parties as 
of December 31, 1951), we may, at our election, treat such 
device as not licens by tne license agreement of even date 
amd not subject to royalty thereunder. 


Very truly yours, 


WESTERN ELECTRIC COMPANY, INCORPORATED 
By “ ~ 4 
VICE PRESIDGAT 
Concurred In For 


GENERAL PRECISION TORY INCORPORATED 
By ‘ S arene 














LICENSE AGREEMENT 


BETWEEN 


WESTERN ELECTRIC COMPANY, INCORPORATED 


GENERAL PRECISION LABORATORY 
INCORPORATED 
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LICENSE AGREEMENT 


LICENSE AGREEMENT, dated as of March 14, 1957, 
by and between GreNERAL Precision Lasoratrory INcoRPO- 
RATED (hereinafter called ‘‘GPL’’), a corporation of the 
State of New York, having an office at 63 Bedford Road, 
Pleasantville, New York, and Western ELectric Company, 
INCORPORATED (hereinafter called ‘‘Western’’), a corpora- 
tion of the State of New York, having an office at 195 
Broadway, New York 7, New York. 


WITNESSETH : 


Wuereas, GPL owns or has the right to grant licenses 
under various Letters Patent and applications therefor on 
inventions useful in the Licensed Articles hereinafter 
specified and defined or in its manufacture, and 


Werereas, Western and American Telephone and Tele- 
graph Company (hereinafter called ‘‘American’’), a cor- 
poration of the State of New York, having an office at 195 
Broadway, New York 7, New York, desire to make lawful 
use of inventions covered by said Letters Patent and also 
under certain other Letters Patent that may be granted 
hereafter and to that end desire to acquire the licenses 
herein granted, 


Now, THEREFORE, in consideration of the premises, the 
licenses granted herein, and the agreements, covenants and 
conditions herein contained, it is agreed as follows: 


ARTICLE I 
LIcENSE AND IMMUNITY 


Section 1.1. Grant of License—GPL hereby grants 
and agrees to grant to Western and to American, severally, 
in and for the territory covered by United States patents, 
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personal, indivisible, non-transferable and non-exclusive li- 
censes during the term of this Agreement and subject to the 
terms and conditions hereof to make, have made, use, lease 
and sell Licensed Articles hereinafter more fully described 
and defined, and to use methods and processes of making, 
producing or assembling such Licensed Articles, covered 
by any Letters Patent issued at any time on inventions 
made prior to the date which is five (5) years after the 
effective date of this Agreement with respect to which 
GPL or any of its subsidiaries, or Kearfott Company, Ine. 
(hereinafter called ‘‘Kearfott’’), a corporation of the 
State of New York, having an office at 1150 McBride Ave- 
nue, Little Falls, New Jersey, or any of its subsidiaries, 
has or may have the right to grant licenses of the nature 
hereby granted during the term of this Agreement. 


Section 1.2. Sublicensing Rights—The grants of the 
licenses acquired hereunder by Western and American in- 
clude the right to grant sublicenses within the scope of 
such licenses to their respective associated companies. 
Such right of Western or of American may be exercised 
at any time during the period for which such a license ac- 
quired hereunder by Western or American, as the case 
may be, continues in force. Any sublicenses granted under 
this Section 1.2 to any present associated company may 
be made effective, retroactively, as of the effective date 
hereof and any sublicenses to any future associated com- 
pany may be made effective, retroactively, as of the date 
when such company became an associated company. 


Section 1.3. Licensed Articles—‘‘ Licensed Articles’’ as 
used herein shall mean microwave devices, as hereinafter 
enumerated, which shall employ any invention claimed in 
any of the United States Letters Patent referred to in 
Section 1.1. 


(a) Microwave devices (1.e., wave guide fittings and 
other components of a design primarily adapted 
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for directing, controlling, modifying and other- 
wise affecting transmission or utilization of micro- 
wave energy) in which. ferrite elements are in- 
corporated to rotate microwave energy in the 
Faraday sense; and 


(b) Microwave devices (7. e., wave guide fittings and 
other components of a design primarily adapted 
for directing, controlling, modifying and other- 
wise affecting transmission or utilization of micro- 
wave energy) other than those included in sub- 
paragraph (a) of this Section 1.3. 


Section 1.4. Foreign Immunitty—GPL grants under 
Letters Patent issued in any country or territory not cov- 
ered by United States Letters Patent royalty-free immunity 
relating to the sale, lease or use in such other country or 
territory of Licensed Articles specified in Section 1.3, man- 
ufactured under the licenses granted herein under the 
Letters Patent of GPL, Kearfott, or any of their respective 
subsidiaries, issued in the United States with respect to 
which GPL, Kearfott, or any of their respective subsidi- 
aries, has or may have the right to grant immunity of the 
nature hereby granted during the term of this Agreement. 


Section 1.5. Limitations of Grant—Nothing herein 
contained and no act hereunder shall be construed as or 
result in conveying any license, expressly or by implica- 
tion, estoppel or otherwise with respect to: 


(a) Any Letters Patent (other than those relating to 
the inventions covered by the provisions of Sec- 
tion 5.4 hereof) which, or rights under which, 
are held by GPL, Kearfott, or any of their re- 
spective subsidiaries, under an agreement such 
that GPL, Kearfott, or any of their respective 
subsidiaries, can grant licenses only upon the 
payment of royalties or other consideration by 
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GPL, Kearfott, or any of their respective sub- 
sidiaries, to others than the aforementioned com- 
panies or any of their associated companies or 
said associated companies’ employees; provided, 
however, that GPL will from time to time keep 
Western informed of any such agreement and that 
Western and American may at any time obtain 
rights under such agreement corresponding to the 
licenses herein granted, so far as such agreement 
permits, on engaging to pay GPL any amounts and 
assume any other obligations which GPL, Kear- 
fott, or any of their respective subsidiaries are 
required to pay or assume under such agreement 
because of Western’s or American’s exercise of 
such rights, in addition to the royalties provided 
for in Article II of this Agreement; 


(b) Any patent issued in countries foreign to the 
United States, except such immunity as is ex- 
pressly granted in Section 1.4; 


(c) The manufacture or sale of articles otherwise 
than in accordance with the express provisions 
of this Agreement. 


Section 1.6. Absence of Existing Limitations on Grant 
—GPL warrants that on the date of this Agreement there 
are no commitments or restrictions limiting the licenses 
and rights granted by it hereunder. 


ARTICLE II 


RoyYALTIES 


Section 2.1. Royalty Rate—Western shall pay to GPL 
royalty at the rate of three per cent (3%) of the net 
selling price of all Licensed Articles sold, used or leased 
by Western or American during the term of this Agree- 
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ment. For the purposes of this Article II and also Arti- 
cle III any manufacture by or for, or any sale, lease 
or putting into use by, any associated company of Western 
or American which has been sublicensed hereunder of 
Licensed Articles shall be deemed to be a manufacture, 
sale, lease or putting into use, as the case may be, of such 
Licensed Articles by Western or American, as the case 
may be. 


Section 2.2. Net Selling Price—The net selling price 
of Licensed Articles which are sold shall be Western’s 
or American’s, as the case may be, genuine selling price 
at which customers are billed in the usual course of 
business for Licensed Articles, as packed for shipment to 
customers, and including all packing material and boxes, 
cartons, crates and all contents thereof without deductions 
for advertising allowances or any deductions not herein- 
after specified in this Section 2.2. Such royalties shall 
be computed and paid on net amounts determined by 
making only the following deductions, and no others, from 
such selling price: 


(a) Sales taxes, use taxes, excise taxes or other taxes 
paid by Western or American to the extent that 
such taxes are specifically stated in the invoice 
price; 


(b) Normal trade discounts actually allowed. 


Section 2.3. Government Sales—No royalties shall be 
payable upon sales directly or indirectly to the United 
States Government (or any department, agency or cor- 
poration thereof) of Licensed Articles, if such Licensed 
Articles employ any invention claimed in any United 
States Letters Patent owned or licensed by GPL, Kearfott, 
or any of their respective subsidiaries under which such 
Government already has a license to have such Licensed 
Articles made for it, as of the respective dates of sale and 
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which as of such dates does not employ any invention 
claimed in any other United States Letters Patent owned 
or licensed by GPL, Kearfott, or any of their respective 
subsidiaries. 


Section 2.4. Sales; Returns; Leases; Uses; Consignment 
Sales—Licensed Articles shall be considered as sold and 
royalties shall accrue when such Licensed Articles are 
billed out, or if not billed out, when delivered, shipped or 
mailed to Western’s or American’s customer, or put into 
use by Western or American. If as a result of a price 
reduction established by Western or American or a return 
to Western or American of Licensed Articles previously 
sold by either, Western or American shall credit or refund 
to a customer part or all of the sales price of such Licensed 
Articles, Western shall be entitled to a credit against 
royalties payable under this Agreement equal to the 
royalty on that part of the sales price so credited or re- 
funded. Western’s or American’s net selling price, for 
the computation of royalties payable hereunder on Li- 
censed Articles which are assembled with other apparatus 
in microwave equipment or other assemblies of apparatus 
at the time of sale, lease or putting into use, shall be West- 
ern’s or American’s net selling price as defined in Section 
2.2 for Licensed Articles which are substantially identical 
with the aforesaid Licensed Articles but are sold unassem- 
bled. Western’s or American’s net selling price, for the 
computation of royalties payable hereunder on Licensed 
Articles which are leased or put into use, shall be West- 
ern’s or American’s net selling price as defined in Section 
2.2 for Licensed Articles which are substantially identical 
with the aforesaid Licensed Articles, or where no such Li- 
ecensed Articles are sold by Western or American, the then 
current fair market value. Western’s or American’s net 
selling price, for the purpose of computing royalties pay- 
able hereunder on Licensed Articles which are sold on 
consignment, shall be the consignor’s selling price be- 
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fore any allowance or deduction whatsoever, except West- 
ern’s or American’s, as the case may be, selling commis- 
sions to the consignee. The provisions of this Section 2.4 
which apply in the disjunctive to either Western or Amer- 
ican shall apply equally to their respective sublicensees. 


Section 2.5. Sales To Affiliates—It is the intent of this 
Agreement, and the parties agree, that the selling price in 
each case which shall constitute the base for the computa- 
tion of royalties or which shall constitute the amount of 
any deduction as provided in this Article II shall be a 
genuine selling price established in a normal, bona-fide, 
aurm’s length transaction between parties who are not in 
affiliation. It is deemed, however, that when Licensed 
Articles are sold to a customer engaged in furnishing com- 
mon earrier communication services, the charges for which 
are subject to regulation under law, for the purpose of in- 
corporating such Licensed Article in the plant or other 
business equipment of such customer, such a sale is a 
normal, bona-fide, arm’s length transaction regardless of 
affiliation of the parties thereto. Without limiting the 
generality of the foregoing, if the parties are in affiliation, 
or if a relationship or arrangement of any kind exists or 
may exist, or if any method or device is or may be used 
whereby a selling price of Licensed Articles is not one 
realized in a normal, bona-fide, arm’s length transaction, or 
if any computation or consideration other than the selling 
price is received or receivable by Western or American or 
any of their respective associated companies in respect of 
the manufacture or sale of any Licensed Articles, or of any 
related devices, then and in each such event (except when 
the customer is engaged in furnishing common carrier com- 
munication service as aforesaid and acquires Licensed 
Articles for the purposes aforesaid) the price established 
or realized by Western or American or any of their respec- 
tive associated companies shall not be deemed to be a gen- 
uine selling price; for the purpose of royalty computation 
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on any such transaction, royalties shall be computed on the 
equivalent of such genuine selling price. ‘‘ Affiliation’’ as 
herein used means any relationship, contract, arrangement, 
method or device wherein with respect to any matter or 
thing which affects the amount of royalty payable here- 
under, one or more of the parties to a transaction has or 
exercises, or has the power to exercise, directly or indi- 
rectly, in any manner, control, direction or restraint of the 
other or others, or wherein such parties in any manner, 
directly or indirectly, are subject to common control, direc- 
tion or restraint. 


Section 2.6. Royalty Accrual—Only one royalty shall 
be payable hereunder in respect of any Licensed Article. 
Such royalty shall accrue upon the happening of the first 
transaction (manufacture, use, lease or sale) involving 
such Licensed Article, and shall be payable as provided 
elsewhere in this Article II and in Article IIT hereof. 


ARTICLE III 


REpPoRTS AND PAYMENTS 


Section 3.1. Royalty Statement—Within sixty (60) days 
after the-end of each semi-annual period ending with the 
last day of June and December of each year during the 
term of this Agreement Western shall furnish GPL with 
written statements, certified by a responsible officer of 
Western, specifying by kinds exactly the total number 
of Licensed Articles sold, leased or put into use by West- 
ern and American during the preceding semi-annual pe- 
riod and shall pay the royalty prescribed m Article II 
for such sales, leases or uses. Such statement shall show 
Western’s and American’s selling prices with respect to 
all such Licensed Articles, each deduction claimed as pro- 
vided in Section 2.2, and the amounts of royalties payable 
thereon as provided in Article II. <A similar statement 
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shall be rendered and the payment made within sixty days 
after, and as of, the date of termination of the licenses 
granted under this Agreement, covering the period from 
the end of that covered by the last preceding report to the 
date of termination. 


SECTION 3.2. Interest—Western shall pay interest to 
GPL upon any and all amounts of royalties that are at 
any time overdue and payable to GPL at the rate of six 
per cent (6%) per annum from the date when such royal- 
ties are due and payable as provided herein to the date 
of payment. 


Section 3.3. Accounts—Western shall keep true and 
accurate records, files and books of accounting containing 
all the data reasonably required for the full computation 
and verification of the royalties to be paid and the infor- 
mation to be given in the statements herein provided for, 
and shall permit GPL or its duly authorized representa- 
tives adequately to inspect the same at any time during 
usual business hours. 


ARTICLE IV 


TERM AND TERMINATION 


Sreorion 4.1. Term—This Agreement shall continue in 
force until the date of expiration of the last to expire 
Letters Patent under which Letters Patent licenses are 
granted in Section 1.1, unless sooner terminated as herein- 
after provided. 


Section 4.2. Termination On Default—If Western shall 
at any time default in rendering any of the statements 
required hereunder, or in the payment of any royalties 
due hereunder, or in fulfilling any of the other obligations 
or conditions hereof, and such default shall not be cured 
within sixty (60) days after notice from GPL to Western 
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specifying the nature of the default, GPL shall have the 
right to terminate this Agreement by giving written notice 
of termination to Western, and upon the giving of such 
notice of termination this Agreement shall terminate on 
the sixtieth day after such notice is given. Western shall 
have the right to cure any such default up to but not after 
the giving of such notice of termination. 


Section 4.3. Cancellation of Licenses by Western and 
American—By written notice to GPL, Western and Ameri- 
can may each cancel the licenses for any specified Licensed 
Articles granted hereunder to them under GPL’s, Kear- 
fott’s or any of their respective subsidiaries’ Letters 
Patent. Such cancellation shall be effective as of the date 
of giving of said notice but shall not relieve Western of 
its obligation hereunder to pay accrued royalties with re- 
spect to such specified Licensed Articles. 


Section 4.4. Termination of Licenses by Western and 
American Under Specified Letters Patent—By written no- 
tice to GPL, specifying any of GPL’s, Kearfott’s or their 
respective subsidiaries’ Letters Patent by number and 
date of issuance, Western and American may each sur- 
render and terminate all rights and licenses acquired here- 
under by them under such specified Letters Patent with 
respect to all Licensed Articles, except Licensed Articles 
manufactured, sold, leased or put into use hereunder prior 
to the date of giving of said notice. Said surrender and 
termination shall be effective as of the date of giving of 
said notice and shall relieve Western as of said date of 
all obligations to pay royalty, other than accrued royalty, 
on any Licensed Articles on which royalty would otherwise 
be payable hereunder solely because of such Letters Patent. 


Section 4.5. Effect of Termination—Termination by 
GPL of licenses and rights granted to Western and Amer- 
ican shall terminate the obligations of Western under 
the provisions of Articles II and III hereof, except as to 
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Licensed Articles made, sold, leased or put into use 
hereunder prior to the date of such termination. Li- 
censes, immunities and rights hereunder with respect to 
Licensed Articles made, leased, sold or put into use here- 
under prior to said termination shall survive such termina- 
tion. No termination of this Agreement by expiration or 
otherwise shall rescind or give rise to any right to rescind 
anything done or any payment made or other consideration 
given to either party hereunder prior to the time such 
termination becomes effective. 


Section 4.6. Waiver of Default—No failure or delay 
on the part of GPL in exercising its right of termination 
hereunder for any one or more defaults shall be construed 
to prejudice its right of termination for such or for any 
other or subsequent default. 


ARTICLE V 


MISCELLANEOUS PROVISIONS 


Section 5.1. Assignability—Except as hereinbefore pro- 
vided in Section 1.2, Western and American each expressly 
covenants that neither this Agreement nor any of its bene- 
fits nor any rights hereunder shall be directly or indirectly 
assigned, transferred, divided or shared by Western or 
American or any of their respective associated companies 
to or with any individual, firm, corporation or association 
whatsoever without the prior written consent of GPL. 


Section 5.2. Effect of Assignment—This Agreement 
shall be binding upon and shall inure to the benefit of the 
subsidiaries, successors and assigns of GPL and the asso- 
ciated companies of Western and American, but shall not 
inure to the benefit of the successors, assigns or any legal 
representatives of Western or American without the prior 
written consent of GPL, provided that in the event that 
any patents licensed hereunder shall be transferred, such 
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transfer shall be subject to the terms of this Agreement and 
the terms of such transfer shall provide that Western and 
American and their respective associated companies shall 
continue to receive the licenses and rights provided for in 
this Agreement with respect to such patents as if such 
transfer had not occurred. For the purposes of this Agree- 
ment, a ‘‘subsidiary’’ unless qualified as ‘‘wholly owned”’ 
means a corporation in respect of which another corpora- 
tion owns or controls, directly or indirectly, more than fifty 
per cent (50%) of the outstanding stock entitled to vote for 
the election of directors or persons performing similar 
functions. 


Secrion 5.3. More Favorable Terms—GPL represents 
that the royalty and other provisions of this Agreement are 
not less favorable than those in its standard form of 
license agreement for the Licensed Articles for the pur- 
poses specified herein. In the event GPL, Kearfott or 
any of their respective subsidiaries shall, subsequent to 
the date hereof, voluntarily grant any license to any l- 
censee for future manufacture, use, lease or sale under any 
Letters Patent or applications therefor under which West- 
ern and American receives licenses hereunder, for the same 
kind of Licensed Articles in the same form and condition, 
for the same purposes and uses for which Western and 
American receives licenses hereunder, and at a lower rate 
of royalty than that specified herein, then GPL agrees to 
notify Western and American of such other license, and 
upon written request by Western or American given to 
GPL not more than thirty (30) days thereafter, agrees to 
conform the royalty rate specified herein to that specified 
in such other license agreement, for the same kind of Li- 
censed Articles for the same purposes, and for not to ex- 
ceed the same quantity of such Licensed Articles for which 
such lower royalty rates are granted in such other license, 
but only for the duration and to the extent to which such 
lower rate continues under such other license, upon the 
condition, however, that Western and American shall accept 
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and be bound by the same terms and conditions of such 
other license, and that if contributions of whatsoever kind 
or nature are to be made to GPL in and by such other 
license, Western shall make contributions of equal benefit 
to GPL. The provisions hereof shall not apply to agree- 
ments between GPL and any of its subsidiary or associated 
companies or Charles H. Luhrs, or with any bureau, agency 
or subdivision or corporate entity of the United States 
Government. 


SEcTION 5.4. Employees’ Inventions—GPL shall ac- 
quire rights to inventions made prior to the date which is 
five (5) vears after the effective date of this Agreement 
which relate to the subject matter of licenses granted here- 
under and are made, in the course of their employment, by 
its, Kearfott’s or their respective subsidiaries’ employees 
who are employed to do research, development or other 
inventive work, such that Western and American shall, 
by virtue of this agreement each receive in respect to 
patents issued on such inventions licenses and rights 
hereunder of the scope and at a royalty rate no higher than 
those provided in Section 2.1 and upon other terms herein 
provided to be granted to Western and American. 


Section 5.5. Notices—Any notice or request given 
under this Agreement shall be deemed to have been suff- 
ciently addressed when, if given to GPL, it shall be ad- 
dressed to General Precision Laboratory Incorporated, 63 
Bedford Road, Pleasantville, New York, and when, if given 
to Western or American, it shall be addressed to Western 
Electric Company, Incorporated or American Telephone 
and Telegraph Company at 195 Broadway, New York 7, 
New York, and in each case sent by registered mail. The 
date of mailing shall be deemed to be the date on which 
such notice or request has been given. Each company may 
give written notice of change of address and, after notice of 
such change has been received, any notice or request shall 
thereafter be given to such company as above provided at 
such changed address. 
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Section 5.6. Construction—This Agreement is to be 
considered as wholly executed and delivered within the 
State of New York, and it is the intention of the parties 
that it shall be construed, interpreted and applied in ac- 
cordance with the laws of New York. The headings of 
Articles and Sections in this Agreement are included herein 
for convenience, and shall not be considered in construing 
this Agreement. 


Section 5.7. Ezxtraneous Writings—This Agreement 
sets forth the entire agreement and understanding be- 
tween the parties as to the subject-matter of this Agree- 
ment and merges all prior discussions between them, and 
neither of the parties shall be bound by any conditions, 
definitions, warranties or representations with respect to 
the subject-matter of this Agreement, other than as ex- 
pressly provided in this Agreement, or as duly set forth 
on or subsequent to the date hereof in writing and signed 
by a proper and duly authorized officer of the party to be 
bound thereby. 


Section 5.8. Definitions of Associated Companies— 
(a) Associated companies of Western are subsidiaries of 
Western. 


(b) Associated companies of American are companies 
in the United States which are now parties to patent 
license and service contracts with American relating 
to the furnishing by them of public communication 
service by telephone in the United States or between the 
United States and other countries, the respective sub- 
sidiaries of each such company and subsidiaries of Ameri- 
ean other than Western and its subsidiaries. ‘‘ Public 
communication service’? means communication service fur- 
nished to the public (including service limited to a par- 
ticular customer or class of customers) for compensation. 


(c) Associated companies of GPL are subsidiaries of 
GPL, companies presently having GPL as a subsidiary 
and other subsidiaries of such companies. 
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IN WITNESS WHEREOF, GPL and Western have caused 
this Agreement to be duly executed in their names by their 
proper officers thereunto duly authorized and their cor- 
porate seals to be hereunto affixed on the date hereinafter 
set forth. 


March 14, 1957 
GENERAL PRECISION LABORATORY INCORPORATED 


By R. L. Garman 
Vice President 


Attest: 
L. T. Gross 
Asst. Secretary 
WestTeRN Evectric Company, INCORPORATED 
By P. R. Brousse 
Vice President 
Attest: 


Norman R. FrRaME 
Secretary 


(SEAL) 


(SEAL) 
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(SEAL) 


26086 O 





(Date) March 14, 1957 


GENERAL PRECISION LABORATORY INCORPORATED 
63 Bedford Road 
Pleasantville, New York 


Gentlemen: 


We have examined the proposed agreement between you 
and Western ELEectric Company INCORPORATED, a copy of 
which is attached hereto. 


In consideration of said agreement and of One Dollar 
($1.00) and other good and valuable consideration, the 
receipt of which is hereby acknowledged, we hereby (1) 
assent to the execution and delivery of said agreement by 
General Precision Laboratory Incorporated; (2) agree that 
rights under our patents and those of our subsidiaries 
which it purports to grant or agrees to grant thereby, shall 
thereby be granted in accordance with all the terms and 
conditions of said agreement; and (3) agree to do all 
things necessary to empower General Precision Laboratory 
Incorporated to perform its obligations under said agree- 
ment in so far as they relate to us. 


Very truly yours, 


Kerarrotr Company, INc. 


By D. W. Smirx 
President 


Attest: 


K. B. HeNLeEy, JR. 
Secretary 


5&8—pt. 2, vol. 2 45 
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‘\ al , 
Ctra Ay 


C.EPmONE Bkenwaw Ba! Fe 


GENERAL PRECISION EQUIPNENT 


c o R P oO R a 7 ' oO N 


ameaiall GOLO STREET Naw YORH Se Naw YORK 


-| May 2, 1957. 






+\o 
Mr, Gains Vv. Merwin, Patent License Ren, 
Vestern Electric Company, Incorporated 
Finance Division 


195 Broadway, / 


A 


w Yor 7, New York. 
Dear Mr. Herwin: 


Thank you very much for forwarding to us the 1: 

copies of the following docunents: 
License arreenent between Wostern Hlectric Company 
and Link Aviation, Inc., dated March ll, 1957. 


Letter arreement between Western Electrit Company 


ani Link Aviation, Inc., dated January 24, 1950. 


etween Wastern Electric Company 


License asreenent b 
General Precision Laboratory dated March 1, 








Letter acreement between “Yestorn Slectric Company 
and General Frecision Laboratory, dated March li, 1957. 
ho rt ufter t ived, I met Mr. Gosnell and 
in ° im thei eceint. weve will servo as a 
formal acimowledcment thercof, and also ciation of your 
personal xrts in securing these fo 





As you know, I woulda like very much to promote 
chnical cooperation between our companies in mutually beneficial 








fields. This, of cowse, would provide an excellent basis for furthertiz t 
proposed cross license arrecments. wever, initiating activity to this 
e is somewha. more ad icult than I anticipated. Anyway, will keep 
4 
i 


4 ¢ 
if'f n 
such important possibilities in mind and would appreciate your advising 
me of any such basis for proceodins that misht occur to you. 





st recards. 
Very truly yours, 
7 ees 
/ox, pe 
GPE COMPANIES sure ercea os ° © ’ 2 o 2 
RG OmISCOW BUSCRL. COmran THe we comes ons o 
coe wconronate wa avsa . ° wromee 





carom TECHN . socee *veue« oN ‘ore 
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VI. INTERROGATORIES : 


1. Question: It is clear that the license you received from 
General Precision Laboratories was required as a condition for 


your grant of a royalty free license to Link Aviation, is that 
not so? 


Answer: That is true. 


2. Question: However, the grantback that AT&T received in 
this instance does not include all of General Precision Equip- 


ment Corporation's existing and future patents of interest to 
AT&T, is that not so? 





Answer: Yes, because of circumstances peculiar to this case. 


; 
: 
‘ 


{ 
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VII. DOCUMENTS 


ARRANGEMENTS Witn RCA 


FEDERAL COM UNICaTIONS COQMASSION -- | 
Washington 25, D. C. 28215 


February 8, 1956 


INTSROFFICE MEMORANDUM 


FOR: Information 
TO: The Commission 
FROM: General Counsel 


SUBJECT: Matters pertaining to compulsory and royalty-free licenses 
under Bell System patents pursuant to court's consent 
judgment of January 24, 1956, in the Government's antitrust 
complaint against a. T, & T. and W. &. Co., Inc, (Civil 


TT c 


Action No. 17 - 49 in U. S. District Court for New Jersey). 


1. Attached for your information is a memorandum from the 
Patent Advisor to the General Counsel on the above matters. It 
explains what Bell System patents are subject to compulsory licenses 
anc those subject to royalty-free licenses under the January 24, 
1956 consent judgment or decree above; it explains RCA's rights uncer 
the Bell System patents subject to such licenses obtained under the ° 
1932 cross-licensing agreements between the Telephone Group (A.T.<T. 
and W. E, Co., Inc.) and the Radio Group (G.z., RCA and Westinghouse) ; 
it explains what RCA has done with said patent rights; and finally, 
it also discusses various lines of action the Commission might follow 
with respect to challenging the qualifications of RCA and NiC as 
broadcast licensees. 


2. In the near future, the General Counsel contemplates 
submittjme a memorandum to the Commission suggesting policies the 
Commission might wish to follow in this area where the Commission, 
the Department of Justice, and others may have concurrent jurisdiction 
but in view of the need for the Commission to examine the material 
contained in the attached memorandum with particular respect to the 
consent decrees recently entered into by the Department of Justice 
this imformation memorandum is not being deferred until the policy 
memorandum cam te prepared. 


F/, : ro « 

S004 RE of ~ ‘ 0) lot 
Warren E. Baker 

General Counsel 


Att. 


4 
> 


sake 


WHBauer s} 


° 
C 


remjg/Occ 
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FEDERAL COMMU ICATIONS CO iMISSION 
Washington 25, De Cs 


February 2, 1956. 


INTSR-OFFICE | {SMORANDU: 


FORS Information 

TOs General Counsel 

FROMs Patent Advisor 

SUBJECT “‘atters pertaining to compulsory and rovalty-free licenses under 


Bell System patents pursuant to court's consent judgnent of 
January 24, 1956, in the Government's antitrust complaint against 
A. Ts. & Te and ‘ie Be Coy Ince (Civil Action Nos 17 = 49 in U. Se 
District Court for New Jersey). 


ROFERB! CEs Annex herewith explains with more particularity than this 
memorandum just which Bell Syster patents are subject to com 
pulsory licensing at reasonable royalties, as distinguished from 
those which are subject to royalty-free licenses under the above 
judgment or decree, and the principal limitations and require- 
ments for obtaining and holding such licenses. It also details 
the FCC background respecting beth the prema 208 and royalty— 
free licenses; ghis : 










broadcast pate : able : ory and rovalt eofree 
licenses; and finalise, the affe B 
Ss ess of ture and sell broad— 
cas " s or recei 
Preliminary _ 
le This memorandum generalizes the matters set forth in the reference annex 


herewith, and continues as to "RCA'’s use of its patent rights under the so— 
called cross-licensing agreements between the Telephone Group and the iladio 
Group, and related steps of Congress, the FRC and the FCC, the Departnent of 
Justice, and the courts"; and lastly, "FCC's delayed action for challenging 
the qualificetions of RCA and NBC as broadcast licensees." 


Licensing Requirements as to Bell Svstem patents under 
the Jamary 24, 1956 Consent Decree. 


2. The decree divides the Bell System patents into two groups: (1) patents 
under which royalty-free licenses may be obtained; and (2) other axisting and 
future patents which are subject to compulsory licensing at reasonable royalties. 
The patents under which royalty-free licenses can be obtained (estimated 8,600), 
are those patents within the 1932 cross-licensing agreement B-2 between the 

Bell companios (A. T. & T.y “ie Je COey Ince), and G. 3., and supplementary 
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and extension agreements thereof which included RCA and Westinghouse. The 
B-2 agreement was pursuant to a 1932 consent decree resulting from the 
Government's antitrust suit filed in 1930 against the Telephone Group 

(Aw T. & Te and We Ee Cosy Ince) and the Radio Group (G. Z., RCA, Westinghouse 
and others); it expired December 31, 1954. 


3e The Government's 1930 antitrust complaint was based on the exclusive 
licensing provisions of the 1919 — 1926 cross-licensing agreements between the 
Telephone Group and the Radio Group; all the patent licenses granted by agrec- 
ment Be and supplements and extensions thereof, were on a non-<xclusive basis, 
irrespective of whether they only exchanged licenses between the parties, or 
conveyed the right to sublicense patents and retain royalties. 


he The instant consent decree specifically excludes the patents of the 
Teletypesetter Corporation from royalty-free licenses. The rovalt;»free 
licenses cover all unexpired Bell System patents within the expired agreement 
B-2 that had issued up to the effectivo date of the decree, namely, January 
24, 1956- Persons who use any one or more of the royalty-free patents sith 
out @ license can be prosecuted for infringement. Present licensces under 
the royalty-free patents may now procure new licenses. 


5 We now come to the Bell System patents subject to compulsory licenses 
at reasonable royalties. Such licenses can be obtained for all purposes and 


for any period of time. This group includes existing anc future Bell System 
patents not within those defined above under which royalty-free licenses can 

be obtained. Under the 2 the Bell System companies mst now have court I| 
Spprevel forthe outright par chase of patents. Thts is not truo rospocting 
patents derived from resoarche The decree sets forth a number of provisions 
respecting conditions under which compulsory licensos or royalty-froe licenses 
can be obtained, and how they are retained. There are also a nunber of 
provisions as to how court determinations may be had when tho parties cannot 
agree. 


FCC Background as to Both the Compulsory 


and Royalty-free Licenses Required by the 
Janu: 24, 1956 Docree 


6. The placing of the Bell Syster existing and future patents under 
compulsory licensing (except patents within agreement B-2), is the 
equivalent of the remedial compulsory patent licensing legislation re—- 
quested by this Comission in its report to Congress on the 1935 — 1939 
investigation of the Telephone Industry pursuant to public resolution 
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V/ 
No. 8, 74th Congress, except that with the legislation recemmended the matter 
of supervision of the issuance of such licenses was placed in the Commission, 
while under the instant court decree the supervision is given to the Department 
of Justice, and where the parties cannot agree, the natter is for tho court's 
deternination. The antitrust complaint against A. T. & T. amd ‘ie De Cosy Intey 
upon which the instant decree is based, alleged the same practices of the Bell 
System companies whereby there resulted the non-usage or suppression of patents, 
and the misuse of patents, as sot forth in the Commission's report to Congress - 
on the telephone investigation. Also, as in the Commission's roport, the 
conplaint was particularly directed to tho fact that the Bell System companiocs, 
through thoir patent structure and practices, monopolized the manufacture and 
salo of all equipment for substantially 90% of the telephone businoss in the 
U. S., and that under theso conditions it was impossible to secure compotitive 
prices upen equipment sold to the Bell Systen telephone operating companics. 


Te Compulsory licenscs and royalty-free licenses are remedies to restore 
effective competition whore antitrust violation is found. In othor words, 
where there is a misuse of patents destroying competition, such romedios can 
be employed for restoring competition —- — ~ Hartford Empire Coes ve U. S., 
323, Ue S. 415 (1945); clarificd in 324 U. S. 5%, and U. S. v. National 
Lead Cos, 332 Us Sey 319 (1947). Shearing tho Bell System companics of any 
discrotion in the patent licenses issued, and also in such mattcrs as tho 
outright purchaso of patents, tho final determination of the royalties to be 
paid under licenses issued, and a host of other suporvisory functions, con— 
stitute further moans for the restoration of competition. 


8. The Comnission's report to Congress on tho telephone industry did not 
nako roconmendations specific to the patents covered by the cross-liconsing 
agreenents boetwoen the Telephone Group and tho Radio Groupe Hewever, the 
1930 antitrust suit and said agrecments wero considered. The report stated 
that tho agreanents "did not represont a free cxchange of licenses betioen 
the companies concerned" in that the chosen ficlds of each of the companies 
wore kept intact (pe 584)+ In other words, under those 1932 agrocnonts, the 
companies concerned, could control the manufacture and salo of equipment 
covered by the patents involved, whether the manufacture was by the corpanics 





1/ Seo pp. 583 and 584 of a chaptcr on "Summary and Findings" 
of tho Commission's Report to Congress (House Docunont 
Noe 34, — 76th Congress, lst Session). For specific 
logislation rocommendod sec ps» 601 of said report, 

Eighth iton. RCA's patcnts, useful for common carricr 
cormmnication services, were within this recommended 
compulsory licensing legislation, i.e., it covercd patonts 
held by any person engegod in intorstato commnication 
service to the public and usoful for such sorvico. 
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thensclves, or by persons liccnsed by then, to substentially tie sane oxtent 
as was truc with the earlier cross-licensing agreciente Wiich provided ox- 
clusive licenses instead of non-exclusive. 


RCA Rights Under Bell $ sien Broadcast Fatonts, and 






Business of Liconsing Othare to !'anufacture and soll 
Broadcast Transuitters or Rocoivers. 


9 Broadcasting has been NCA'’s principal ficld —- ~ = the initial cross- 
liconsing agreencnts pooled all wortinshile radic patents and mado RCA tho 
spoarhoead of patcnt control as to broadcast equipment. Under these initial 
agrecncnts RCA_had the oxclusive right to sell broadcast equipment and electron 
tubcs thercfor. Undor the tho othor 
companics in the broadcast ficld; it obtained tho right to Licor nsc all G. E. 
and Jestinghouse patents for "radio purposes", and it obtained the non-exclusive 
right to sublicense the Bell System patents for the manufacture anc gale of aM 
broadcast roceivers, and the sane right as to TV broadcast transnittors or 
reccivers, and as to Fi{ broadcast transmitters or recciverse It also had the 
right to retain royalties as to any af the patonts it secured the right to 
licensee 








10. RCA has been engaged in the business of package licensing others t« 
manufacturc and sell broadcast transmitters or recvivers since 1927. There 
is a package licensc conveying to the licensee the right to manufacture and 
sell, under all U. S. patents RC. ovms or holds the right to license, as tc 
4M, Fif or TV broadcast transmitters, and a packegc license for A., Fi or TV 
broedeast receivorse Tubes aro under separate package licenseg, In 1927, 
or earlier, RCA began building a licensing patent structure as to broadcast 
transmitters or recoivcrs through obtaining patents on its oim resoarch, or 
through purchase. Throughout tho yoars to date, it has continued tc 
reinforce and improve said patent structure through research, or through 
purchase, and particularly through the acquisition of the right to sublicense 
the patents ovmed by others. In fact, whenever RCA's licensing patent 
structure became deficient as to the particular equipment covered by its 
respective package licenses, it acquired sublicensing rights from companies 
who hold the needed patonts, or acquired such patents through purchase. RCA 
never conveyed to any one the unrestricted right to sublicense its broadcast 
patent structure and the right to retain royalties, iece, the equivalent 
licensing rights it hold under the patcnts of the Bell System companies and 
of a nunber of othcr companies and individuals. 


ll. The question here is whether or not the consent decree being considered 
effects RCh's patent licensing position as to broadcast trensmitters or re—- 

cciverse Bearing in mind that RCA continues to have the right to sublicenso 
the Bell System patents under which royalty-free licenses can now be obtained, 
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the answer is no, because due to the patents RC. has acquired for itself 
either through research or the purchase of sublicensing rights, or outright 
purchase of patents, in the broadcast fields, it becomes a fact, that a 
license under the royalty-free Bell Syvsten patents would not be sufficient 
to manufacture and sell broadcast trans-itters or receivers without RCA 
package licenses. In other words, particularly as to broadcast 

services to the puolic for which this Cormission has prommlgated technical 
standards (FM and TV), RCA can contime to monovolize the business of licensing 
others to manufacture and sell transmitters or receivers for such services. 
Only in cases where the Bell System companies ovm a basic patent structure, 
and RCA has the right to sublicense the patents constituting said structure, 
there may be a need for RCA to lover its royalties in order to protect its 
licensing business. This true of trensistors as to which RCA is now 
issuing package licenses. 


RCA's Use of Its Patent Rights Under the so-called Cross- 
licensing Azreenents between the Telephone Group and the 


Radio Group, end Related Steps of Congress, the FRC and 
FCC, the Departnent of Justice and the Courts. 











12. As early as 1922 Congress became alarmed over the monopolistic possi-— 
bilities of the cross—licensing agreements respecting radio; a resolution was 
passed in 1923 which authorized the Federal Trede Commission to investigate 
said agreements; its report, dated Decerber 1, 1923, became the forerunner 

of the provisions in the Radio Act of 1927 from which Sections 311 and 313 

of the Corrmnications dct of 1934 sten. 


13- The first package license issued by RCA. (about 1927) was for broadcast 
receivers (ii')3 it contained the provision that RCA tubes be placed in each 
receiver manufactured and sold. This requirenent constituted a nisuse of 
patents and brought conviction for violation of Sectign 3 of the Clayton 

act - ~ — RCA v. Lord, et alo, 38 Fed 2d 257 (1928) 





al 


2/ For RC. "Patent Yontrol of Transistors" see 
1-16-56 memorandum for inforzation distributed 
by General Counsel 1-25-56 ("Mineo 27498). 


3/ In 1931 the Federal Radio Comm ssion held 
that this violation of Section 3 of the Clayton 
het did not constitute nonopoly in "radio 
communication" under Section 13 of its Act, and 
that therefore, said conviction was not sufficient 
for disqualif;ing RC. and NBC as broadcast 
licensees. 
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lie In 1930 the Government filed an antitrust suit against the Telephone 
Group and the Radio Group respecting their 1919 — 26 cross—licensing acree~ 
ments. The suit was settled through consent decrees. Under agreenents 
pursuant to these decrees, RCA obtained the licensing rights stated in 
paragraph 9 of this memorandun; said rights became the core of RCA's patent 
licensing structure for the manufacture and sale of A, FM and TV broadcast 
transmitters or receivers. 


15. Subsequent to 1932, PCA continuously tilt its patent licensing 
structure as to transmitters and receivers for all broadcast equipment; the 
1939 ~ 1941 FCC proceedings on transmission standards for TV and Fi broadcast 
stations shoved that it was RCA's purpose to nonopolize the business of 
licensing others to nenufacture and sell transmitters anc receivers for such 
services. FCC staff reports upon the patent situetion, vlug.the facts pointed 
out in the Commission's report to Congress for showing taat/1932 cross—licensing 
agreements were not a "free exchange of licenses," sparkec the 1942 Depertnent 
of Justice motion in the District Court of Yelaware asking that the consent 
decrees resulting from the 1930 antitrust suit be vecated. The nection was 
refused by the court on the ground that the Department of Justice had not 
shown that said decrees did not "promote pudlic interest" — 46 Ted, Supp. 654. 


16. In its reports on the 1939 — 1941 proceedings on technical standards 
fcr monochrome trens:tissions of TV broadcast stations, tne Commission made 
knovm its determination, to prevent, if possible, patent holcers obtaining 4 
monopoly in any form as to transinitters or receivers required under the 
standards adopted. The same reports (Docket 5806), also gave notice that 
the Commission ‘vould not permit the usurpation by patent holders of its 
functions to determine transmission standards. Accordingly, the standards 
adopted April 30, 1941 for the video trensrtissions of TV broadcast stations 
were flexible, i.e., they permitted four types of transmissions, one of which 
allowed changes in line, frame anc fielc frequency rates over a wide range. 
The standards elso met the requirenents of the Cormission's Television Connittee 
report of ley 24, 1936, namely, that standards adopted have a broad patent 
bases, and thus not favor unnecessarily the patents of any one company, or 
person, over those of another. 

17. Pursuant to its policy above, the Commission on May 20, 1940 adopted 
technical standards for Fil broadcast stations, which called for transnitters 
and receivers as to witich patent control was divided bet.een HCA anc the late 
Jlajor din H. Arastrong who had obtained basic patents in 1933 (expired 
December 26, 1950) on wide band frequency nodulation. 


18. During 1944, RCA and patent licensees, through their respective panel 
or committee votes, caused industry to recommend that the technical standards 
for nenochrone transmissions of TV broadcast stations promulgated in 1941 be 
linitec to the RMA system as then modified. Such standards divided patent 
contrel ef video transmitters or receivers (s:onochrone trensnissions) betseen 
the patents NC\ o-ned or held the right to license, anc the patents the 
Farnsyorti Compeny omnede On Decamber 19, 1945, this Commission, in a rule- 
making proceeding (Docket 6730), adopted the modified technical standards 
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recommended by the Radio Technical Planning Boarc; it did not consider 

the existing patent situation as to said standards. On October 22, 1947, 
KCA acquirec from the Farnsworth Company the non-exclusive right to sublicense 
others to manufacture and sell TV broadcast receivers under all Farnsvorth 
Company patents. This acquisition on the part of GA gave it the ability to 
nenopolize the business of licensing others to manufacture and sell TV broad 
cast receivers for monochrome transmissions according to tie Commission's 
technical stendards therefer. 


19. On Vay 10, 1943, the U. S. Supreme Court in NBC ve U. S., 319 U. S. 
190, established this Commission's right, in maintaining the standard of 
"public interest, convenience or necessity" under the Commnications Act, 

to challenge the qualifications of any broadcast licensee or applicant 
guilty of practices contrary to the intent or purposes of the antitrust las, 
even though said offender had "not yet been proceeded against and convicted." 
(p. 223) The court confirmed the Commission's om previous holding that: 


"The prohibitions of the Shernen Act apply to 
broadcastinge This Commission, although not charged 
vith the duty of enforcing that law, should adninister 
its regulatory povers with respect to oroadcasting in 
the light of the purposes which the Sherman Act was 
designed to achievee" (pe 223) 


20. On February 25, 1949, this Commission acopted policy, pursuant to 

the above Supreme Court decision, as to actions it vould take against persons 
who, through its technical stendards for TV broadcast stations where found 
to be in a position to exercise monopolistic patent control in any forme 4/ 
The actions were (1) refer the matter to the Department of Justice "for 
appropriate action under the antitrust laws;" or (2) if the person were a 
licensee, or applicant for a license, challenge its qualifications in the 
public interest as a regulatory duty under the Comrmnications Act; or (3) 
take both of said actions. 


2l. In the 1949 — 1950 rule—naking proceedings respecting color TV broad— 
cast transmissions, Docket 8736, et als, the Commission permitted to be made 
of record in said proceedings, records and testimony showing KC/.'s patent 
prectices and patent holdings whereby it obtained and was maintaining a 
nonopely in the business of licensing others to manufacture and sell receivers 
for TV broadcast stations licensed by the Commission to broadcast sound end 
nonochrome video transmissions pursuant to its technical standards for such 


4/ See Commission's letter report of February 25, 1949 
to Chairman of Senate Committee on Interstate and 
Foreign Co-wrerce — — — Pike and Fischer 2. R. Part 3, » 
Pe 91:125. 
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stations. The sene situetion was true of transmitters or receivers for F’ 
broedcast stationse The initial Commission authorization for the 1949 - 

1950 TV patent investigation was based on earlier Commission records indicating 
het RCh's patent position was controlling industry recommendations as to 
technical standarcs for TV broadcast stations, and also controlling fundanental 
reseerch as to such service; and that iCA was endeavoring to make the time when 
standards for color transmissions were acoptec to be when it had perfected its 
patent structure on a usable system for such transmissions. The 1949 — 1950 


TV patent investigation supplied further proofs of these RCA practices and 
purposes. 


226 On September 1, 1950 the Commission released its first report in Docket 
8736, et al. (1 R. R., Part 3, pe 912261). Paragraph 126 of the report follows: 


126. During the hearing evidence vas introduced to show the 
patent position which is held by RCA in the television field, and 
one of the parties urgec the Commission to reject the RCA systen in 
order to encourage competition and avoid monopoly. The Conmission 
recognizes that if a monopolistic patent position exists in the radio 
fielc, it vould tend to discourage fundamental reseerch by other 
conpenies and sould tend to foster concerted action on the pert of 
the patent licensor end its licensevs, which coule result in control 
of receivers sold to the public. ovever, on the record in these 
procecdings we do not believe that -7e are called upon to make a 
decision as to whether RCA does have a nonopolistic position in the 
radio field, es urged by some, or merely one of leaderwhip, as con— 
tendea by RCA, because the decision as to «-hether the RCA systen 
should or should not be edopted is based solely on a consideration 
of the system on the merits. If the Connission shoul¢c find that 
a_ monopolistic situation does exist or such a situation should 
develop, appropriate proceedings can be instituted under the anti- 
trust laws or the Commission can seek from Congress legislation 
to prevent the building of monopolistic patent structures in the 
radio field, or both. (Underscoring supplied) 





23-6 Paragraph 126 above did not change the Cormission's policy of February 
25, 1949 except to broaden said policy to the extent that the natters dealt 
with could be referred to Congress for "legislation to prevent the building 


of monopolistic patent structures in the radio field, or both." The big 
thing is that the Commission recognized that the monopolistic patent control, 
whieh the record showed RCA possessed, woulc tend to (1) discourage funda— 


ental research, and (2) foster concerted ection which could result in control 
of receivers sol¢ to the publice The lattcr also represents recognition 

that RCA through its patent rights and practices, could control industry 
reconmendations es to technical standards for TV broadeest services. RCay, 
and one of its licensees contested in the courts the Commission's right to 


adopt the standards it did for color trensmissions by its September 1, 1950 
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report; the U. S. Supreme Court confirmed the Commission's richt to adopt said 
standards, and its right to enforce then. (341 U. S. 214). 


24. The Connission's Septenber 1, 1950 report adopted technical standards 
for color TV transmissions of the field sequential type; it ealled upon anv 
facturers to incorporete "tuning brackets" in their TV broadcast receivers to 
permit flexibility in the reception of line and field frequencies. RCAy and 
substentially all of its TV broadcast patent receiver licensees who filed 
replics, refused to build and sell such receivers. Accordingly, the Connis— 
sion's statement in par. 126 of its September 1, 1950 report, that if a 
monopolistic patent position existed it "would tond to foster concerted action 
on the part of the patent licensor fea] and its licensecs, which could result 
in control of receivers sold to the public" became a reality. The color 
stenderds adopted were rendered sterile by the lack of receivers with tho 
“tuning brackets" called for by the Comission. According to an HCA release 
such reccivers were being made and sold by RC/. in foreign countries whore 
flexible tuning as to line end field frequencies was required for receiving 
stations operating under different standards. 


256 On Nevenber 23, 1951, the Commission took action (1) under its 

February 25, 1949 policy; it based its refcerenee letter on staff reports which 
collated the factual matters respecting ho? RCA obteined and maintained its 
nonopoly as to TV receivers as shown by records and testinony in Docket 8736, 
et al. Tho reports pointed out the conflict of kC\'s monopoly with the anti- 
trust lays, and how RC/., through practices respceting the sane could control 
radio — TV research, control industry recormendetions of technical standards 
for TV brosccast stations, end control the nanufacturc and séle of reccivcrs 
for such stetions. The Cormission's reference letter to th: Departrcnt of 
Justice cleerly reserved as a reguletcry duty the right to challenge the 
qualifications of RCA as a broadcast licensec beceuse of its patent control 
end practices by the follotring state-entas “Under policy of this Commission, 
violation of the antitrust laws has a definite bearing on the qualifications 
of licensess or applicants of broedcast stations, or for other authorization 
of the Cormission" * # # # "From the Commission's considerations the patent 
situation as devaloped in the reports presents far reaching problems which 
are within the jurisdiction of the antitrust Division of your Vepartnent, 

and elso within the regulatory functions of this Commission." (Zmphasis 
supplicd) 


26. On Januery 31, 1952, subpoenas were issued to RCA and 18 other radio — TV 
patent—holding conpanies for a grand jury inquiry (U.S.D.C. for Southern 
District cf Ne Y.) specifying rccords to be produced of every type that might 
show; patent abuses including: 


"7, Dominenoe, control or influence of the Radio 
Corporation of America ovcr any association, body or 
group of nanufacturars of television transmitting or 
receiving equipment, subsequent to January 1, 1939; 
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"8. Proposals for, and concerted joint or agroed— 
upon action between your company and: 


(a) any association, body or group of 
manufacturers of television transmitting or 
receiving equipment; 


(b) any one or more namfacturors or 
such equipment in support of, or in opposition 
to, stendards proposcd to the Federal Commni- 
cations Commission for the transmission and 
reception of television, or to the production 
of any kind of color television equipment, sub- 
sequent to January l, 1936585/ 


27. The ilcFarland ict, effcetive July 16, 1952, which anended Section 311 
of the Communications ict by removing the Connission's sanction to refuso 
licenses to antitrust violators unlcss so ordered by court, is not in 
conflict with the Commission's regulatory duty to challenge the qualifica- 
tions of RC& and NBC to serve the public interest, convenicnce or necessity, 
as broadcast liccnsees because of RCa's industry anc research controls 
supra, through patent rights and the Commission's technical standards for 
broadeast services to the public. This, for thc reason that the confcrence 
roport of the House end Senate on the ‘cFarlend Act states: 


"ith respect to tho onission of thc provision which 
now authorizes the Commission to rofusc_2 license under the 
circunstences above described [Sec. 3117, the co-tittes of 
conference agrees with the statement contained in the report 
of the Scnate Committee on Interstate and Forcign Commerce, 
on this bill that * * #the Commission's existing euthority 
under law to examine into the character of a licensec or 
permittee in grenting 2 licensc or a renewal is in no way 
inpaired or modifiod by the change here recormcnded in 
section 311 « * *." (78th Conge Roce 7536) 


Be On September 24, 1952 and on October 30, 1952, the Comnission, in 
connection vith NBC renewal applications for certain broadcast stations 
considered the natter of issuing a notice challenging NBC's qualifications 
as 2 broadcast licensee because of RO4's controls and practices arising 





5/ Lato in January 1953, the Departnent of Justic 
discontimed its grand jury inquiry except that 
the records filed undcr the subpoenas were 


as A 
retained. 
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fron its monopoly in the business of licensing others to manufacture and 
sell broadcast receivers for sonochrore transmissions of TV broadcast sta~ 
tions upon menoranda dated August 29, 1952, Mineo 61622, and Oct. 22, 1952, 
fineo 82036. The Commission in coach case voted against the issuance of 
such a notices There wore two dissents. —_ 


29- On Novernbor 12, 1952, the senc ~attor was considered on the sarc 
nenoranda, but as to other NBC station license renewals. Voting was de 
fcrred until Novenber 13, 1952, and was unaninous for granting the NBC 
renewal applicetionse However, the previous dissenters joined in this 
statercnts "We dissonted from tho rccent renewals of licenses of Stations 
iNEBW, “INBK and TAM and voted to maintain them in status quo. The Com 
mission on that date decided, under circumstances similar to these found 
here, that the licenses involved should be renewed and having made our 
position clear, we see no useful purpose to be served by dissenting to the 
grant of the instant renewalse ‘Je, therefore, join the majority in voting 
for grants of renewals of stations “IMAQ-FM, KNBH and WNBQ." 


30. In June, 1953, RCA and NRC requested adoption of substitute technical 
standards for color video transmissions of TV broadcast stationse 0n staff 
memoranda, for and against, consideration of patent issues as to the standards 
proposed, the Commission voted against such consideration on August 6, 1953. 
Later, the NISC filed proposed substitute standards for color transmissions 
in which NBC and RCA joined. On August 7, 1953 the Commission issued a 
notice of rule-making proceedings for considering proposed substitute tech— 
nical standards (Docket 10637). By letter dated October 1, 1953, to the 
Chairman of this Commission, the Department of Justice asked for antitrust 
purposes, that it be advised as to all "patent holding positions which may 
read upon any proposed new color television standards" considered in Docket 
10637. By letter dated December 1, 1953, the Chairman advised the Depart~- 
ment of Justice that the patent information wanted would not be furnished 
principally on the ground that none of the comments filed in the proceeding 
indicated "in any way that the proposed standards have been drafted in a 
manner so as to favor the patent claims of any one person or group to the 
disfavor of otherse" 6/ 





6/ The informational memorandum dated .lay 18, 1955 on the 
status of RCA's patent position, distributed by the 
General Counsel's memorandum of June 6, 1955 (j'imeo 19871), 
sets forth factual data which shows that RCA at that time 
was contiming its practices to maintain its monopoly in 
the business of licensing others to manufecture and sell 
transmitters or receivers for stations operating pursuant to 
the Commission's technical standards, and that as to FM or TV 
broadcast stations it had sufficient patent rights to maintain 
such monopoly until 1961 or longer. 


(footnote contimed next page) 
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» 


° In December 17, 1953 (Docket 10637), the Commission set aside its 
ield sequential" standards for non—compatible color transmissions adopted 
sptember 1, 1950, and in lieu thereof adopted standards for color trans- 
missions compatible with standards for black and white transmissions for TV 
broadcast stations pursuant to NTSC, and RCA e NBC recommendations. On 
October 7, 1953, RCA proclaimed to its TV recciver licensees that "we do not 
know of any NTSC color system." The RCA statenont further pointed out that 
A had developed a compatible color system which operates on standards 

recommended for adoption by itself and the NTSC. Since 1953 RCA has issued 
statements on numerous occasions that the current system for TV broadcast 
color transmissions is the result of its own research and developments which 


4 


= 


ve 








mrxy 


goes to,,gsté blish that RCA monopolizes fundamental research in the broadcast 
fields. 
A4CLGUS & 


326 In November 19, 1954, the Department of Justice filed its pending 
antitrust complaint against RCA. The Telephone Group, G. E. and iesting— 
house were named co-conspirators. The charges include the matter of RCA's 


ionopoly in tie business of licensing others to manufacture and sell re- 
ceivers for TV broadcast stations operating pursuant to the Commission's 


o 


standards for such stations; said charges relate the controlling influence 
f said monopoly on research in the radio-TV fields, anc they relate the 
controlling influence of the same monopoly on industry recommendations of 


technical standards for TV broadcast stetions. Pursuant to the Comission's 
letter of November 23, 1951, the complaint does not seek revocation of Nb 
licenses. It leaves such action to the Comr as a regulatory duty 





r function under the Comrunications Act, which is in accord with S 


court decision in the Chain case (supra), and with the C 











wn actions and stated policy since said decision. 
6/ (Continued from p. ll = 
At t is point it shoul c noted thet 
ti ussi rejects tie doptior 
the staff in Dockets 10090 and 1122 
provide on an annual basis patent inf 
showing who held patent control, if a 
or receivers required under the Commi 
standards for broadcast services; the 
to terminate each rule-making proceeding. 
/ supported by the affidavit of Jj. R. G. Baker, 
dt E. with its 1953 petition for construction 
f the cross—licensing agreements respecting RCA!’s 
right to sublicense G. E. patents after becenber 31, 
54 17 Fed Suppe 44 











CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3103 


FCC's Delayed Action for ebablenss ng the Quali- 














cing the qualifications of RCA and 
as broadcast licensees, plus the related actions of this Commission. 
ce of such a proceeding has been delayed since November 


NBC 









’ , Lee, 









r referred to the Depar 
RCA's monopo c ising pee ces respecting broadcast trans— 


rittors ana YECOLVOTS TOF ETT antitrust action as eoereeel and cee” 


ommission’s re atory duty to proceed therevithe 
This is likewise true of the related actions taken by Congress, the Depart- 
ment of Justice, or the courts. 


3he The January 24, 1956 consent decree entered in the antitrust suit 
against the Bell Companies stems from the cross—-licensing agreenents of 
1932 and extensions end supplements thereof between the Telephone Group and 
the Radio Groupe The agrecments supplcisented the Bell Syste- patent 
structure sufficiently to permit the Bell ‘eae : companies to still competi- 
tion as to the manufacture and sale of telephone equipment sold to the Pell 
telephone opereting companies, and as to radio and ancillary equipment 

enr ee for a number of purposes. Such was the use the 3ell Systen 
companies made of their patent control perfected through the cross—license 
agreerents of 1932, 


356 On the other hand, RCA used the patent rights it obtained through 
the 1632 cross-licensing agreenents, as a core for obtaining control of the 
business of licensing others to samfacture and scll broadcast transmitters 
or receiverse RCA became a broadcast licensee; it combined its position 
as a broadcast licensee with its patent licensing control for securing 
industry recommendations to obtain the adoption of technical standards for 
broadcast services to the public which called for transmitter or recciver 
operations to fit its patent licensing structure; it supplemented this 


patent licensing structure whonever necessary by purchasing patents or by 
obtaining sublicensing rights fror >ther compan ies or individuals. Through 
these same practices RCA ultimately gained control of fundamental research 
as to broadcast scrvices, The question for th Cnenhoats on to decide is 


whether these patent holdings and practices disqualify RCA and NBC to 
serve the public interest as broadcast licensece 


366 The above question is for the Commission to decide irrespective of 
whethcr the Government's pending antitrust suit against RCA is terminated 
by consent decree or by decision of the courte It seems, if the 


Commission wishes, that public interest vould permit the facts teroin,g tc 
be made of rccord in the pending protest of WBUF - TV, Ince against NBC! 
acquisition of a broadcast station, Dockct 11528); is 

+ 


eppears to be broad enough for that purpose. Also 


; 


ae 4 of said protest 


Ss 
he Commission may wish 


26086 O—58—pt. 2, vol. 2 465 
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to present the same facts to the Senate Committee on patents which it is 
understood is currently considering remedial lerislation for situations 
such as presented respecting the patent control made possivdle by the cross— 
licensing agreements betzeen the Radio Group and the Telephone Groupe This 
would be in fulfilment of paragraph 126, supra, of the Commission's Report 
and Order of September 1, 1950, in the matter of technical standards for 
color transmissions, Docket 8736, et al. The Commission may also «rish to 
malice the facts herein a part of its current network study, ach of the 
foregoing matters require early determination. 


cilras Pr A Jas s 
William H. Bauer, 
WHBauer ¢ps/OGC Patent Advisor. 


Attachment 
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Annex 

Bell System Patents Under Consent Decree ef January 24, 

1956, in Government's Antitrust Complaint Against A. T. & T» 

and We E. Coe, Ince, Filed January 14, 1949 (Civil Action 

Noe 17 = U. S» District Court for New Jersey). 


le The consent decree above places the following licensing require— 


ments upon Bell System patents: 


(a) Patents subject to compulsory licensings All the Bell 
System U. S. patents, present and future (except about 8,600 existing 
patents under which royalty-free non-exclusive licenses cen be obtained) 
become subject to compulsory licensing for all purposes and for any 
period of time at reasonable and nom<discriminatory royalties to be 
fixed by the court if parties cannot agrees A condition of these 
compulsory licenses is that reciprocal licenses be granted by the 
licensees under their respective patents, for comnon carrier commni- 
cation services, when desired b: the Pell companiese Such licenses 
are also available to G, Ze, RCA, and Westinghouse, named co-conspira- 
tors in the Government's antitrust suit against A. T, «Te. and J. Je 
Cos, Ince Licenses shall not extend to patents on inventions made 
more than five years after date of license. However, licenses are 
for the unexpired term of the patents under which they are grantode 


(b) The 8,600 patents undor which royalty-free licenses can 
be obtained: All existing Bell System patents (estimated at 8,600) 
which are within the B-2 cross—licensing agreement of 1932 and exten- 
sions and supplements thereof, between the Telephone Group (/..T. & T. 
and We. E. Cosy Ince) and the Radio Group (G. E., RCA, and Westinghouse), 
are now required to be licensed royalty-free to all applicants for any 
pur .ese and over any period of time. These cross—licensing agroc— 
ments expired December 31, 19543 the royalty-free patents include those 
issued up to date of QOcreds The mombers of the nadie Group each 
retains thc licensing rights it still holds under the 8,600 patents, 
as a result of the expired cross—licensing agreomentse These in- 
clude certain sublicensing rights in RCA under Bell System broadcast 
patentse 


(c) Other Patent Provisions of Decree: Persons using Bell 
System patents without license are subject to suit for infringeo- 
ment damages. There are a number ef provisions as to payment of 
royaltics, the mattcr of securing licenses and holding same, terms 
of the liconses, and appeals that may be made to the court in 
connection with these provisionse There arc also provisions for 
existing Bell System patent liconsees, ieee, how to obtain the 
benefit of royalty-free licenses, Patents of the Tcletypesetter 
Corporation are not subject to royalty-free licenses, Liccnsecs 
can grant sublicensesonly to their respective associetose In 
granting patent rights tho Bell System companics are required to 
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furnish at reasonable charges the technical know-how to J. S. residont 
licensees not controlled by foreign interosts for the most efficicnt 
use of the devices covered by the patents licensed, There are provi- 
sions placing restrictions on use of the know-how furnished. Liconsces 
of future Boll System patents may surrender their rights to any spc— 
cific patent or patents and re-ncgotiate the royalty ratos of now 
licenses with right to obtain court determination if agrecment cannot 
be reached. The parties rcociving royalty-free licenses may upon 
request, have immunity under Bell System foreign patents. The Pell 
Systom compenies are required to furnish a list, upon requost of any 
person, of all their unoxpired U. S. patents as of January 1 of the 
year requosted. A. T. & T. cannot charge ‘ie 2. Coe, Ince patent 
royalties on sales to Bell Telephone operating companies. Tho Bell 
companics are prohibited from acquiring other than non-cxclvsive 
licenses; they arc also prohibited from buying patents outright with- 
out court approval, Finally, the defendants aro restrained from 

(1) issuing oxelusive patent licenses; and (2) granting onc party 

the right to sue for patent infringement of the patents of another 
partys Also, the defendants are prohibited from onforcing restric— 
tions or conditions in any patcnt license which limits sales to 
designated customors, or which limits the price at which liconsed 
Cquipment may be sold. *oroover, the Bell System companics cannot 
dispose of patent rights which would deprive thom of issuing the 
liconses provided by the decree, unless court approval is obtained; 
nor, can said companics grant or rceccive the right to prant sub- 
licenses except to associate companics, 


Compulsory Licensing Provisions of 1956 Conscnt Decree au ui— 
valont to Legislation “Requestod by F.C.C. in F.C.C. in its 1939 Report 


to Congress on Investigation of ane Telephonc “Industry = 
suant to Public nesolution No. 8, 74th Congress. _ 


2e The ebdove report to Congress (House Documont No. 340, 76th 
Congress, lst Sossion), showed that the Boll Systom cempanies continuously 
hold a large number of unused patonts which constitutod a form of patcnt 
suppression; that such nomused patents had rosulted from practiccs to main 
tain 2 complete occupation of the telephone ficld, both as to services and 
as to the manufacture of equipment therefor; that the Bcll System patent 
structure and related practices of the Bell Companics, placed in We i. Coe, 
Ince, tho right to manufacture and scll all equipment for substantially 90% 
of the telephone business in the United States; that this "manufacture and 
salc of equipment may be repugnant to the spirit of tho antitrust laws of 
the United States"; that the manufacture monopoly climinatod any possibility 
of the Bell telephone operating companies obtaining cquipment covored by 
Ecll System patents on a competitive bidding basis, and that it ‘vas impossible 
to socure "significant competitive prices upon oquipment included in the 
rate basis underlying 90% of the telephone business in tho United Statos" 
(see pp. 583 — 584 of report). 


\ 
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36 Respecting the patent holdings of any company ongaged in 


interstate common carricr commmnication service to the public, thc Commission's 


report to Congrcss above recommended a form of patent compulsory licensing as 
follovwss 


"In the event of the refusal of any common—cerricr utility 
engaged in interstete communications to liconse others upon roason— 
ablo terms undcr any patents obtained in connection ~ith commnica= 
tion service to the general public as a common—cerricr utility, the 
Commission should bo empowerod, upon the application of partifes so 
refused, to order the issuance of such liccnse; provided that the 
grenting thercof will not be detrimental to the corrmnication service 
rendered by the pee of holding such patcnts and not detrimental to 
technical progress." 


FCC's Report to Congress on Tolcphon« Investigation as 
to Royslty—free Licunsus Under Bull Systm Patents Pur- 
suant to Ceonsont Mecre. of Jommary 24, 1956+ 


Ae As heretofore noted, the estimated existing 8,600 patents 
uncer which royalty-free licenses cen be obtained arc those within tho licensing 
agreonent B-2 between G. =. and the A. T. Te, under date of July 1, 1932. 
This liccnse agreement was pursuant to court consent decroc of th: sence date 
in the Government's 1930 antitrust suit against the Telephone Group cond tho 
Radio Groupe The suit was torminated as to the Telephone Group on the basis 
of agreement B-2. The rights of the individual companies in the roespoctive 
groups were set forth in the B-2 agre.ment and in substitute or extension 





1/ In 1942 tho Commission urged this romedial legislation 
before the Ue Se Scnate Comnittee on Patents (see testincny 
of \filliam H. Bauer of April 28, 1942, respecting S- 2303 
and Se 2491, 77th Congress). Thereafter, it was urged 
before special committees appointed by the President to 
consider remedial patent legislation. Also, beginning in 
1942, the Commission requircd semi-annual patcnt reports from 
the Bell System patent—holding companies. I. T. &T. 
companios, RCA and ‘Jostern Union, and furnished information 
thercon, sometines in the form of rcports on patent studies, 
to the Antitrust Division of the Y“epartnent 6f Justice 
from time to time. 
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2/ 


agrecnents, now expircd, betwen the companies. 


5s The F.C.C. report to Congross on its telephone investigation 
madc no recommundation specific to the 1932 cross—liccnsing agro.nmonts betiveon 
the Telephone Group and the Radio Group. Howev.r, thesc agrocmonts, snd tho 
1930 antitrust suit, were considered (sce pp. 225 ~ 232 of chapter on patonts). 
On pe 584 (chapter on "Summary and Findings") the roport statod that the cross- 
licensing agreements betwoun the Radio Group and the Telephone Group "did not 
roprosent a frce exchenge of licenses botwoen the companies concorned, in that 
the chosen ficlds of the Telephone Group and the chosen ficlds of tho Radio 
Group arc kept intact, iecs, under the agrecnments the Ancrican Co. rotains its 
oxclusive rights under Bell System patents in two-my telcphono services to 
the public (tire and redio), while the Generel Electric Coe, the Redio Corpora— 
tion of Anrica, and the othcr companics of the iiadio Group retain sisilar 
privilcges in their respective ficlds." This statement clearly defined the 
charactcr of licenses obtained by the individual companies under the 1932 
cross-liconsing agrooments, which were pursuant to consent docrous. I 
tricf, the licenses were non-cxclusive, whorcas the licenses conveyed to theo 
seme partics under the initial agrecnments, made between 1919 - 1926, wero 
exclusive, but for thc reasons stoted the non-exclusivo licenses did not 
effect the purposes of the suite 







Business of Licensing 


Soll Broadcast Transr 


6-6 Under the initial cross-licensing agrecnents in the broadcast 
ficld, XCA obtained the oxclusive right to scll broadeest equipment which 


aan > 


included electron tubese These agrewments covered all “ortinvhile radio 
patents in existence. The right to manufacture radio broadcast cequipnent 
placed in G. &. and Jestinghouse, and 2CA was made the sole seller of such 
equipment « Under the 1932 cross-licensing agrecments RCA obtained more than 
the other parties in tho broadcast fields it obtained tho right to license all 
G. &. and Jicstinghouse patents "for radio purposes", and it obtained the un- 
restricted right to sublicense tho Bell System patents for the manufacture and 


2/ These agrecments and later actions of thc monbers of 
both the Telephone Group and the hadio Group are explained 
in informational memorandum distrivuted »2y the General 
Counsel April 8, 1955 (fimeo 18354). 


3/ 11 statemonts made herein respecting patent structurcs 
or patent strength are based on FCC staff studies which 
began in 1935 and have continued from time to timc to 
detce Since 1939 these studies were incorvorated in 
menorende to tho Commission. 
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salc of AM broadcast reccivirs, end the semc right as to TV broadcast trans— 
mittcrs or rcecivirs, and as to Fii broadcast trensmitters or recoivors. RCA 


holds the right to rctain rovalties in all cascs whore it licenses the patents 
xf others. 


Je RCA still holds the right to sublicenso the 8,600 unexpired 

Bell Syston patents, rede royalty-frco to others, for the nanufaeturo end sale 
of the broadcast equipment stated above, ore specifically, under the cross— 
licensing agreenents, which expircd Decembor 31, 1954, RCA has the right to 
sublicense Bell System broadcast patents for the purposcs stated, which wre 
issucd at the time seid agreements expired; and in addition, under lotter— 
agrconent of April 2, 1953, with A. T. & T., RCA is assured the right te 
sublicense all like broadcast equipment patents that issue upon inventions 
made prior to Decomber 31, 1954. Thus, RCs has sublicensing rights under all 
existing Bell Systcn patents for the purposes heretofore steted, except tho 
“fow patents that may have issued on Bell Systen inventions mado after Docomber 
“SI, 1954. 


8. RCA has been engaged in the business of licensing others tc 
manufacture and sell broadcast transmitters and receivers since 1927, It 
carried on this business through forms of package licenses which wer. revised 
fron time to time. In each case, the package license conveyed to the licensee 
the right te manufacture and sell under all U. S. patents RCA amed or held 
the right to sublicense. As hcretofore noted, in addition to its subliconsing 
rights under the Rell Systen broadcast equipment patents above dofined, Ca 
had the right to license all G. E. and Jestinghouse patents "fer radio pur- 
poscs;" it also obtained sublicensing rights, fron time to tinc, from U. 5S. 
and foroign companies as to U. S. patents in the broadcast ficlds. A mmber 
‘f the agracmcnts for sublicense rights arc currently in effect. In fact, 
whonover RCA's licensing patcnt structure was deficient as te the particular 
equipment covered by its respective package licenses, it acquired subliconsing 
rights from companies who held the necded patents, or acquired such patents 
by purchase. RG& never conveyed to anyone the unrestricted right to sub- 
liccnse thc broadcast patents it omned and retain rovalties, i.e., 4 right 
sinilar to that it has under Pell Systom broadcast patents, end the patents of 
@ mumber of othcr companies and individuals. These have been, and continue 
to be, RCA practices respecting its patent licensing structure, and its 
busincss to license othcrs to mamfacture and sell broadcast treansrittcrs or 
receivers as to all broadcast scrvicos, ice, Ai, FM or TV. 


9 The question tere is whether or not the consent decree of 
Jamary 24, 1956 effoct RCi's patent licensing position as te broadcast trans- 
rittcrs or reccivers. Basic patents on At transnitters and rcceivirs have | 


\ 


long ago expired. Also, substantially all th. basic patents on Fi end TV 
transmittcrs or receivers have expired. Under RCA's practicos above, tho 
big point to note is that a_license for the manufacture and sale of broadcast | 
transuitters or reccivers, whether for AM, Fi or TV, that can now be obtained | 
und.r 8,600 Bell Syston royalty-free patents, is not sufficient to avoid the | 


broadeast patents which RCA ems, or has the right to sublicense exclusive 
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enopolize the 
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broadcast transmitters or receivers, iese, for stations operating pursuant to |\ 


the Commission's technical standards. In other 
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the roason just stated, and for the further reason that tho s-nc pat 
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in all its formas a semi~conductor circuit element is basically covered by 
Purdue Research Foundation patents.5/ RCA has secured the right to sublicense 
these Purdue patents until they expire, which is 1967 or later. It also has 
the right to sublicense the Bell §System transistor patent structure for the 
broadcast equipment heretofore noted, until 1967 or longer, because most of 
the 75 patents comprising sald structure issued prior to December 31, 1954 
wher. the crose-licensirg agreements between the Telephone Group and Radio 
Group expired, Thus, for the same reasons stated above as to TV broadcast 
equipment, RCA's transister licensing business will not be sffected by the 
consent decree cf January 24, 1956, 


5/ See irformational memorandum cf January 16, 1956 
on "RCa patent control of transistors" distributed 
by General Counsel January 16, 1956 (Mimeo 

27498). 
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VIL. INTERROGATORIES 





Re BER, In a memorandum dated February 2, 1956, the 
FCC nt Advisor, William H. Bauer, analyzed the effect 
of the consent decree upon RCA's rights under Bell System 
patents, and the effect of the consent decree upon RCA's 
business of licensing others to sell broadcast trans- 
mitters or receivers. Are you familiar with this 
memorandum? 


Answer: We have become familiar with it since this 
interrogatory was propounded, as counsel for the committee 
furnished us with a copy. Prior to that time we were not 
familiar with it. 


2. Question: Do AT&T's royalty free transistor patents 
comprise a basic transistor patent structure for any 
purpose, except the use of germanium as the semi- 
conductor circuit element for transistors? 


Answer: AT&T's most basic royalty-free transistor 
patents are not limited to the use of germanium as the 
semi-conductor element, although germanium type units 
are claimed in some as a preferred form, The royalty-free 
patents cover not only kinds of semi-conductor material 
and their preparation but also arrangements and connections 
of electrodes, provision of "junctions" within the material, 
and methods of manufacturing the complete device with its 
electrodes, junctions, etc. 


3. geek Does AT&T have sublicensing rights under 
the ue Research Foundation germanium patents? 


Answer: No, except for associated companies of AT&T 
and Western. 


4. Question: Are patents for the use of germanium included 
in the compulsory licensing provisions of the decree? 


Answer: Yes. 
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HeEewtettr-PacKarRD 


HEWLETT-PACKARD COMPANY 
Laherak ry Instruments for ( Mp edand A curacy 


275 PAGE MILL POAD. PALO ALTO. CALIFORNIA 


enone DAVENPORT $445 


(aN « 
Ci 




















ruary 27, 1956 
vu any 
LOrK 
Dear -ui. an ve 
€ nave received your letter of rebruary 
wherein you have offerec vo waxe tae license agreea 
betveen our comvanies royalty free in accordence w- 
« Of che recent consent judguicns vetween your con.a 
t otates Governacnt. e believe thas it w 
advanvazeous to amend tne exis: iilcense 
nt rather than to cancel it anc negotiate for ne 
ver, betore we return tne co_y of your letter bd}; 
ccept this offer, where are « fe: Oints on wai 
would a.preciate clarificavion. 

1 ur export busine daz incressec materiaily 
uri the past year. Therefore, we wouic like to know 
iether the license extends to 211 your foreign vatents. 

2) accordin: to our inserpret:tion or section X, 

tr royalty free provisions apply only to paterts issued 
beiors onuary 24, 1956. 4 e t seems reasonable tc 
issume tha. the provision h %3 license azreemzent 
a anendéd Will iS¢ apply td a ae vents with 

Cne excepiaon that we sha royaities icr 

the use of sucn future terpretatior is 

- ‘rectu, may we ac. re 

royalty rates” will 





under the presenc u.reesens beiore the wection \ anendment, 
sDlisn nev rates by negotiacion in 


dia sav VO CSsv 
t event Cnct we inlringe sltle iuture vacent. 
\ p , 4ni o1 ee a 29> 
a) lf we inlringe 2 future aver.c, will we be 
oblisuved to execute a cross iicense Deck to your con:any 
under tewlett-rackard vVolmpany ASEeNtS. 
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ir. He. oS. ~antee -2- February 23, 1956 





4) since July of 1955, we aave been vaying 
royalty to your many and tc tva in accordance with the 
Ok I Cube WenwELOSS license a sreoment with tnat coapany. 
Under the terms of tnis #-reenent, we a ayin. tne royalty 
vo whichever couvany controls the field of use for any parti- 


Culer instrumen. which we manulucture 
com: any ncelds the patent woich we ars 
asSumin. chat we shall no loner be 


a ine pr 





Cc! 
re 








r ‘ft of t 7 é Y * si hit 

j U0 Cuevd Ol U4 . A I 2 ¢ POULOLY 
. ef + ¢ 
. lav a4 vy da 














° 

6) resent asreesiens calls for the payusent of 
royalty on in ents made, used, o ld. turelly;, the 
juestion now evolves Lo wnich units in production but not 
Snipoed are royaity bearing and whicn units aré not. wUssen- 
tially, all of our procuction ix li belore we nave complete 
the fabrication. Inder this hasoy saci ve neve nesligi- 
ble finished? ods inventory. sherefore, we propose to ;ay 
royalty on alI snipuenis made tnrouch iebruary one e It 
is our helief taat this one monta intervolL yo esicctively 
clear from o inven nto } mits waicg were jn precustion 
on_ January at 23a wnatever slow movins unité zay still 
be On our snelves bil no doubds Sonus tei for by t e 
units wuich will been sbtuarte AI Gex alt e, Ad ’ 
ani Saleved oy .ebruary 4° 49906 @ believe that ¢t ili 
Olier an GEsuitadle sulucion to tne problex. without nessi- 
vating detailea inventory; alu n an Udit. al 1 Wisd 
SO aad ome OGher arran .cuene we encic, of. course, bk hasovy 
to cooverate,. 

; a : 1 aed 

~-+ e he s+ + © or - o v™\ -~ Wes x a4 -~+>-¥ 
of your observ3itions cn % inwS enmuersc Hove, shall 
be able t roc i “wis whe execution ¢ lc auencgent ¢ 
the licer A reexwens .ituout furtaer lay. 
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Maren 5 ? 1956 





Mr. David Bates 
Hewlett-Packard Company 
275 Pare Mill Road 

Palo ‘lto, Calif. 


Dear Mr. Bates? 


Tiis is in response to your letter of Feb- 
rucsry 28, 19°46, in which you ask certain questions 
regarding our letter to you of February 17, 1956, 


Before commenting further, we feel it im- 
portant for vou to appreciate that there is no pro- 
vision of the consent judgment which permits can- 
cellat‘on in toto of any existing license agreement. 
It does, however, provide that the licensee may can- 
cel licenses grarted to it by us. 


With the above thought in mind, we will reply 
to your questions as you have them enumerated! 


1, The royalty-free license offered to you 
in the letter of Februa 17 1s under 
United States patents only. We would, of 
course, be willing, upon your request, to 
provide you with a eprant of immmity under 
our foreign patents relating to the sale 
or use abroad of equipment manufactured in 
the Tmited States under your license fram 
8.6 


i on your acceptance of the above-mentianed 
let er, the license agreement between our 
companies will not be affected in any = - 
cept that the licenses granted to you 1 ve 
rovalty-free under all Bell System patents a 
the United States (other patents of 
Teletypesetter a issued prior to 
January 24, 1956, Any equipment licensed 
under the above gpa which involves any 
Bell System patent issued on or after Jan- 
uary 1956 will be subject to the royalty 
provided in the above agreement, 
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Hewlett-Packard Co. Mar, 2, 1956 


3. Whether or not our letter is accepted, 
there is no change in the license to us 
under your company's patents, as now rro- 
vided in the license agreement, 


be, Fqvipment on which you have previously 
heen navirg royaltv to us in accordance with 
the arranvenents you have outlined in your 
letter wold rot be subject to the payment 
of rovalty to us on patents issned prior 
to Janvary 24, 1956, no matter whether such 
paterts ore curs or are it S. 7 es 
weiter y T wor: norma pay to RCA, how- 
ever, urder your license aprreerent w*th 
th: it cormsany wold not be affected by the 
‘sl Jvegrent, even thous, for exarple 






yore T PKs 
AAT 


es Suuseetion (0) 0. Section X ins applica- 
tion to licenses zranted after January 2, 
1956 an@ wursnant to the provistons cf the 
comsent indgnent. Your acceotance of the 
proposed letter amendment to provide that 
your licerses under existing Bell System 
Uaitee States patents shall be royalty-free 






rofer, . uring 
jute of 1950 and eleaetie 43. subsequent 
“iscusstions we surrestel the su'.st‘tution 
of . nev apreement which 4146 not Include 
gue’) restrictions as were conta’ne!l in the 
old form of arreenert still in -“fect be- 
tween us, tut taat for corvmercia’ reasons 
you always preferre:i to retain the older 
type. We are willing to exeente a new form 
of agreement with you at any time, 


6, The solution yo: pronose would be ertirely 
acceptable to us, 


If we bave failed to maxe ourselves clear in any 
of the statements above, pleese do not ‘:esitate to inquire 
further, Or !f von have any cvestions atout the other options 
open to y~u, in centrast to accepting our letter of Febru- 
ary 17, 19°50, we shall attempt to answer tiem. 


Very truly yours 


3/ ¢/ cC 


cc MMB LF Harper Patent License Manager 
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JUL 9 1955 


HEWLETT-P COMPANY 


J aboratory 4, and . a 


27S PAGE CALIFORMIA 


| 


Mr. E. E. Weaver, Jr. 
ratent License Engineer 
Western Electric Company 
195 Broadway 

New York 7, New York 


4Z4¢47> 


Ar & 





DOITAOQBIAAWP AIM 


EMUxANY 


Dear Ernie: 


I have discussed with the interested en indee™ 
the information contained in your letter of June 14, 19%, 
relative to manufacturing techniques for semi-conductors. 
He has reviewed several of the monographs enumerated 
in the list that you enclosed and it appears tnat he is 
probably more interested in information which is available 
to your semi-conductor licensees. 


Although we do not contemplate entering into 
the manufacture of these devices at this time, it is 
poesible that we may make some special purpose items of 
this nature for use in our instruments. For this reason 
he is particularly interested in obtaiming information 


which may be useful to hia in the advancement of his 
project. 


Accordingly, so that this date may be nade 
available to us, I would appreséate it if you would let 
me know what qualifications are seeessery to obtain a 
license te manufacture semi-conducters and what the 
royalty terms would be under such am agrvenent. 


Kindest pereemal segarés. 


ei y- ~—«Bewdd Bates 
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Mr. David Bates 
HEWLETT-PACKARD COMPANY 
275 Page Mill Road 

Palo Alto, California 


Dear Mr. Bates: 


enh” 


Mr. B. EB, Weaver, Jr. has referrei to me your 
letter of July 6, 1956. : 


We are prevared to grant your company nonexclusive 
licenses under the Bell System's semiconductor patents. 
We do not yet have available approved drafts of agreements 
in this field but our plans are to offer two types which 
will comply with Section X of the January 2%th consent 
judgment. A copy of this section is attached for your 
information, 


Unier one type of agreement, we plan to maintsin 
our practices with respect to supplying certain technical 
information to licensees. This agreement will involve 
a $25,000 payment which will be applicable against future 
royalties. The other t 
the above 









t Tecsive 
ormetion Athas been our practice 
nyer the Jown-peyment type of agreement. 
The royalties payable under both of these agree- 
ments for the use of Bell System U, S. patents issued after 
January 23, 1956 will be .3% for the period between 
January 23, 1956 and January 1, 1959, 1.4% for the perio# 
between December 31, 1958 and January 1, 1961 and will be 
2% effective January 1, 1941 except that royalties for 
sales to the Department of Defense of the U. &. Government 
will be .4%, .7% and 1% for the corresponding periods. 
Royalties payable under this agreement for the use of foreign 
Bell System patents will be 2% ari 1%, resvectively, for 
commercial sales and sales to the Department of Defense of 
the U. S. Government except that we will grant, consistent 
with the provisions of the consent judgment, royalty-free 
immunity under foreign patents. Both agreements will involve 
a nonexclusive, royalty-free grant of licenses by the licensee 
to the Bell System, 
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We should like to point out that these provisions 
represent current thinking which has not yet been finalized 
and formally approved. 


If you have any further questions regarding our 
patent licensing practices in this field, please do not 
hesitate to get in touch with me. 


Very truly yours, 


signed BY. 
Or or soar i0B 
F, MASCARICH 
FPMiGF Patent License Engineer 
Attachment 


6086 O—5S—pt. 2, vol. 2 47 
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VIII. INTERROGATORIES 


1. Question: As of February 28, 1956, did AT&T and RCA 
in their patent licensing operations recognize a division 
of fields of use? 


Answer: No. We license for all fields of use and, 
indeed, are required by the decree to do so. 


2. Question: Does this correspondence mean that AT&T 
will continue to collect from its licensees royalties 
that are owed under RCA patents that issue after January 
24, 1956? 


Answer: Those RCA patents on inventions made on or 
before December 31, 1954 which issue after January 24, 
1956 are subject to limited sublicensing rights of AT&T 
and are not royalty free under the decree. Consequently, 
a licensee who has a royalty-bearing license from us 
under such an RCA patent, and who uses the invention 
covered by that patent, may incur a liability to pay 
royalties to us by reason of such use. 


3. Question: Does this correspondence mean that AT&T 
licensees will continue to pay royalties to RCA, on both 
pre-decree and post-decree patents, even though only 
AT&T pre-decree royalty free patents are involved? 


Answer: This correspondence recognizes that the 
obligation of an RCA licensee to pay royalties to RCA 
is a matter of contract law between the licensee and 
RCA which is not governed by the decree. We do not 
know whether any RCA licensees are currently paying 
royalties to RCA because of the use of AT&T patents 
which we license royalty free. 
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4. Question; Is it not true that, other than subjecting 
those pre-decree patents of RCA which AT&T had the right 
to sublicense to compulsory royalty free licensing, the 
decree does nothing as to any existing RCA-AT&T cross- 
licensing arrangements? 


Answer: The decree does not change the license agree- 
ments between AT&T and RCA. However, it does subject all 
of AT&T's sub-licensing rights under RCA's pre-decree 
patents, and all pre-decree Bell System patents under 
which RCA has sub-licensing rights, to royalty free li- 
censing by AT&T and Western. 


5. Question: Would you say that the decree recognizes 
the va y of existing RCA-AT&T cross-licensing 
arrangements? 


Answer: The decree does not purport to determine the 
validity or invalidity of those arrangements. 


&. Question: Were the matters related to the RCA and 
AT&T cross-licensing arrangements discussed in the 
negotiations for this consent decree? 


Answer: Yes. 
7. Question: Did representatives of RCA participate in 
any oO hese discussions? 

Answer: No. 
SC. Question: Does the RCA-AT&T cross-license agreement 
apply to any AT&T patents that issue after January 24, 
1956? 

Answer: Those AT&T patents which issue after January 


24, 1956 on inventions made before January 1, 1955 are 
Subject to the. cross-license agreement. 
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IX. DOCUMENTS 


Mororo.a, Inc. 


February 9, 1956 
MOTOROLA NC. 
ME-ORANDUM 


Mr. Foorman L. Mueller, vatent attorney for 
otorola, Inc., visited Mr. Gosnell and Mr. Merwin on 
February 8th for a discussion of the Consent Decree 
nd its effect on the proposed cross License egreement. 


The Consent Decree was reviewed et some 
length and we were able +o cleer un a number of 
uuestions raised bv lir. Mueller. _W re; pect to 
tec pica) information enointed uit 

Laboratories information need be furnished under the 
Decree as. ‘the.information to be furn{shee Wieser t h 
Tecree relates to ecuinment manufsctured by western 







fo sale or lease to Bell Opersting Companies. Mr. 
Mueller thought thet the provision with respect to 


menuracturing cravings and specificstions of the 
“aa terict Cai, ior our, furnishing 
Informetion on any. 2EQCeSses or making ¢ aterial but 
we uestioned whetver {t Should §8°@eferercreted. 







Mr. Mueller particularly incuilred ebout the 
effect of Section Von the provision of srivste line 
radio <ystens by the tele: ynone comoante s. dle in= 
terpreted ymnenies 







“telcohone commans=s ean continues *o furnish such ser- 
f ew [IMTS reouest 
this vrovision might have on 
Motorole'ts s: les of mobile redio systems to Vestern, 
we irformed iim thet 1t w-s not vossible to estim-te 
whet the effect might be. We told “im that the tele- 
phone companies are considering filing tzeriffs but 

we did not know when such tariffs would te effective 
in the various states. 






The Motorola people anvoreciated verv much 
our holding the vroposed transistor agreement and 
civing them the ovoportunity to consider it again in 
view of the Consent Decree. So far no decision hes 
beer reached ss to what ection Motorola wishes to take 
on this agreement. 


There was 2 brief discussion of our »roposed 
cross license agreement but -e informed Mr. Mueller 
that in view of the Consent Decree we had not vet 
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completed our ciscussion of his counterproposal under 
which Motorola would rey us e royalty of 1% on radio 
systems. As soon as we are in a position to discuss the 
proposed agreement in cetail, including changes *o make 
it conform to the Consent Decree, Mr. Merwin agreed to 
call Mr. Mueller end set date for discussion of the 


matter with him in Chicago. 
a em. 
MERWIN 


CAIUS W. 
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he bee Ramee 


April 9, 1956 


MFMOF AW DUM 


I called Mr. Foorman L, Mueller on April 5th end 
inquired as to whether they had reached « decision rs to 
what a wished to do with the proposed trinsistor agreement 
and the $25,000 check vhich we are holding. Mr. Mueller 
told me that the copy of the transistor cgreement which 
they had signed would dowtless have to be modified because 
of the consent decree and I told him that our lawyers felt 
the same way and were working on some amendments which might 
take the form of a letter which might modify their signed 
Copye 


Mr. Mueller told me that the Motorola research 
people «re now wery much in favor of a broad cross license 
so that they may have high-level discussions relating to 
communication anparstus generally rather than just transis- 
tors, and he thought that they would favor working out one 
broad cross license agreement to cover all licenses, in- 
cluding transistors, However until something has been 
settled on the matter he suggested that we continue to nold 
the signed transistor agreement «né the $25,009 check, and 
he will advise the Motorola tressury people that he has 
so informed us, 


Mr, Mueller informed me that he had just written 
a letter to "r. Bottom ct Phoenix suggesting that he hold 
up the proposed visit from Mr. Pietenpol of the Bell 
Laboratories, set for May 4th, until Motorola has patent 
protection under =: new MotoroLa-Western license agreement. 
Mr. Mueller told Dr. Bottom that he thought that there had 
been too much exchange of information at Phoenix with other 
concerns where Motorola has no protection as to patents 
that might develop is a result of the discussions. Mr, 
Mueller informed me that he wes mailing me a copy of his 
letter to Dr. Bottom for our information and a copy is 
attached. 


As to my visit to discuss the proposed new cross 
license -greement, I told Mr. ‘tueller that we were still 
working on our revised patent licensing oractices s result 
of the Final Judgment and that it might be sometime in May 
before I would be in a position to discuss the new cross 
license agreement ~ith him. As Mr. Mueller plans to leave 
for San Francisco late this week to conduct a trial, May 
sae better from his standpoint than April for 
my visit. 
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I also referred to our letter of February 17th 
offering to chsnge our present radar agreement to a 
royalty-free basis on all patents existing as of January 
23, 1956, Mr. Mueller confirmed my understanding that 
from Motorola's standpoint our radar agreement is no 
aes of interest to them and for all intents and purposes | 
agreeneat includes is now licensed by RCA or radar and this) 
agree ement includes Bell System patents. As they sre using 
“RCA patents in their radar equipment, our egreement is of 
no interest to them, and as 1 result they do not plan to 
take any action with respect to our royalty-free offer of 
a license, T pean al eek 
Origtaa: 
by re 
Rw, Merwin 


GWM: Jp GAIUS VW. MERWIN 


Attachment 
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July 16, 1956 


MOTOROLA, INC. 


MEMORANDUM 


I visited Mr. Foorman L. Mueller, patent attorney 
for Motorola, at Chicago on July llth for a further dis- 
cussion of the proposed cross license agreement. 


I handed Mr. Mueller a copy of our proposed 
letter (copy attached) which would enclose a copy of the 
executed transistor agreement and would modify the agreement 
to include certain provisions as a result of the Final Judg- 
ment of January 24, 1956. This seemed satisfactory to Mr. 
Mueller and he will refer the letter to Mr. Noble and Dr. 
Bottom for their consideration. 


In discussing the transistor matter I pointed out 
that we had one basic patent in the name of Pfann, issued 
in March, for which they would doubtless need a license. 
Mr. Mueller had reviewed this patent and Motorola will 
doubtless wish a license. On the other hand, he questioned 
paying 2% for one patent, although with the discount the 
rate would be .8% until January 1, 1959. 


A "Tentative Proposal for Motorola, Inc. - Western 
Cross License Agreement" (copy attached) was discussed at 
some length. This proposal was set up in blank as far as 
it relates to licenses under patents issued after 1-23-56 
and it was explained that we could propose no definite terms 
until we had received an evaluation of Motorola's research, 
etc. from the Bell Laboratories. ~~ a 





Our standard rates were noted by Mr. Mueller on 
his copy of the proposal, as shown in pencil, on the 
attached copy. With Motorola being in a position to obtain 
royalty-free licenses under our patents as of 1-23-56, and as 
we have royalty-free licenses under all inventions made 
by Motorola for the communication field prior to July 23, 
1955, the balance of values for patents in a new cross 
license agreement will depend on "futures." While Mr. 
Mueller agreed that the probable values of Bell Laboratories’ 
7 futures were likely to exceed Motorola's futures, he felt that 
_any such balance in our favor would be more than offset by_ 
“the far greater potential use of patents by Western and the 
Bell Companies. He pointed out that Western's sales were 
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nearly ten times those of Motorola. Mr. Mueller took a 
strong position that any new cross license should be royalty- 
free both ways and I in turn strongly questioned whether this 
could be justified. 


Mr. Mueller pointed out that Motorola spent over 
$10,000,000 in 1955 for development and research and such 
expenditures are going higher. He has in preparation a state- 
ment which will discuss their research, personnel, patent 
position (patent applications at a rate of about 100 per year), 
etc., and Motorola's rapid growth in recent years. This will 
be available later in the summer and he plans to send me a copy. 


Motorola's principal interest in securing future 
licenses under our patents is likely to be in the transistor 
field. Mr. Mueller therefore suggested that transfrstors be 
"included in the cross license proposal and be considered in 
determining the relative values involved. He also mentioned 
the possibility of asking us for a royalty-free license for 
semiconductors and extending us a license under their present 
and future patents on a reasonable royalty basis. 


While Motorola wants a royalty-free cross license, 
Mr. Mueller thought they might agree to a small royalty payment 
in a broad cross license agreement. 


The matter was left that after we had secured the 
Bell Laboratories’! evaluation of Motorola's research potential, 


etc., that we would set up = definite proposal and submit it 
to them for their consideration. 


Aw. by 
GAIUS W. MERWIN 


Attachments (2) 
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2. 





In consider:.tion of the seysent by Matorols to Western of 

Gcllars, Ve-term ‘> rele-sa Motorola for ell 
Beles of L&cansed eovinaent crior to Jonusry °4, 1956 not 
covered by the sgreerent of Nowember 1, 1948. 


S Chau 
Moterol- to ‘uve the right «t ony tive to urrencer its licenses 
under «ny soecified ». tent or natents and -1s80 to :ve the right 
at ony time te cance! any license for -vecified e ul ment. 


» e@ 


Tie ngresuent to le d:ted Jenucry °4, 1956 enc to be for ~ term 
of 5 yeers, tut :Aith the tfeanses both «.ys running for the lives 
of the oitents under -1ll inventions made prior ts the tercin:tion 
of the egree ent, 
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X. DOCUMENTS . 





TECHNICAL INFORMATION 


July 30, 1956 


Decisions Respecting the Pricing of 
e a e 


In conferences held July 23 and July 24, 1956 
among W. L. Brown (present at July 23rd session), P. A. 
Gorman, E. J. Kane, N. S. Ewing, H. C. Anderson, Jr., 
W. R. Woodward, C. I. Baker, H. Latimer, A. M. Zigler 
and F. C. Childs, the following conclusions were reached: 


1. Roya -type $ 


It was acknowledged that the Government has re- 
served its freedom to urge in a given case that a royalty- 
type payment is not a reasonable charge under the decree. 
It is not clear in what circumstances or with respect to 
what technical information we might anticipate a challenge 
of this sort. This factor gives us good cause to establish 
standard rates which are impressively low. Moreover, roy- 
alty-type charges ought to be employed with discretion and, 
in cases of information pertaining to equipment where there 
has been relatively little recent development or information 
having relatively little value to the recipient, such rates 
should be shaded, or eliminated entirely in favor of a mod- 
est lump sum. 


2. Gathering Charges: 


No fixed procedure is to be used to provide that 
the charges for gathering and reproducing a given set of 
information will be spread evenly, throughout a reasonable 
period, among whatever number of applicants are furnished 
such information. Procedures for this purpose in the 
nature of refunds or average charges based on an estimated 
number of applicants involve serious practical and adminis- 
trative difficulties. In general, equitable principles are 
to be followed in allocating gathering charges among re- 
cipients of the same technical information, and the Patent 
Licensing Organization will take the responsibility for ob- 
serving and applying such principles. 


3- Charges for Less-than-Package Lots of Information: 


(a) Where information is requested by an equip- 
ment licensee for one or more components of such equipment, 
the same will be furnished without requiring the applicant 
to become licensed for the components as such. The stand- 
ard rate for information on each component will be charged 
and this will be applied to the fair market value of the 
component. 
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(b) Where information is requested for a system 
minus information pertaining to named components such as 
vacuum tubes, capacitors, relays, etc., this will be fur- 
nished at the standard rate for information on the system 
which will be applied to a base of the selling price of 
the system minus all or a fair share of the fair market 
value of the components. 


(c) Where a tion of a package of information 
on a system or equipment is requested and this portion is 
diffused generally throughout the system, the charge will 
either be the standard rate applied to a royalty base set 
by judgment at something less than the net selling price 
of the equipment, or a shaded rate set by judgment applied 
to the net selling price of the equipment. 


4%. Eliminating Development Attributable to Patents: 


The Patent Licensing Organization is giving fure- 
ther review to the reduction of technical information rates 
to reflect the elimination of development expense attribu- 
table to patented technical information. However, there 
appears to be little chance that any supportable basis can 
be found for dividing development expense between patented 
and unpatented information either as to Laboratories or 
Engineer of Manufacture development. AT & T's expense 
for research, upon which Western's development is based 
or associated, has not been included in Western's develop- 
ment expense. It might well be that the inclusion of this 
item of expense would more than cancel the effect of ex- 
cluding from Western's development that portion attributa- 
ble to patented technical information and, accordingly, 
peg har justification for not making an exclusion for 

6 er. 


Study is also being given to reducing rates for 
technical information to reflect the fact that Western 
may recover development expense through patent license 
royalties at a rate of roughly half the standard patent 
license rates, Such action would forestall any claim 
that Western is recovering development attributable to 
patented technical information twice - once through patent 
royalties and again through technical information charges. 
The effect of this reduction would be to establish a number 
of rates for the technical information on the different 
equipments of a given class depending upon the varying 
patent royalty rates for such equipment, 
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(a) Our technical information is continually 
under revision and in almost all cases the year of fur- 
nishing will be, it is alleged, the year of development 
completion. Where this is not the case, the current 
loading is still a justifiable base because the loading 
rates in effect from year to year vary so little and be- 
cause our accounting records do not provide the informa- 
tion as to past years which would be needed to adjust a 
past year's loading rate to a technical information rate, 


(b) In 1956, technical information rates will 
be established on the basis of the current development 
loading and the technical information rates so developed 
will be charged for all information furnished during the 
next five years, even though the development loading will 
change several times, either upward or downward or both, 
during that period. Toward the end of each five year 
period, the technical information rates will be reviewed 
against the then current development loadings and changes 
made, if indicated, to be effective for information fur- 
nished during the succeeding five year period. 


(c) Information once furnished which is re- 
quested by a second applicant shall be subject to the 
same rate charged to the first recipient (even though 
a higher standard rate had become effective for informa- 
tion on the underlying class of equipment), providing 
either that such information had not been revised or 
changed since first issued or, if it had, that the second 
applicant had requested it in the precise form in which 
it was issued to the first recipient. For example, if 
an applicant in 1956 requested a package of information 
on the 500 Type Telephone Set and in 1962 another appli- 
cant, despite the fact that 500 Type Set information had 
been revised substantially since 1956, requested 500 Type 
Set information as it existed in 1956, this would be fur- 
nished (if it was in existence and in our possession) sub- 
ject to the same rate as that applied to the information 
furnished to the first applicant in 1956, even though a 
oe rate for 500 Type Set information was in effect in 

20 


(a4) Where a recipient of technical information 
later requests supplementary information to bring his 
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package up to date, such supplementary information shall 
be subject to a royalty-type charge based upon the then 
current rate for technical information (even though such 
rate is higher than that in effect when the package it- 
self was furnished) and fixed as provided in Paragraph 
3 (¢) above. If, during the year the supplementary in- 
formation was furnished, another party requested the 
complete package of such informat’on complete with such 
supplementary material, the rate for the whole package 
would be the higher rate referred to. 


6. 





The five years intended are the first five years, 
not necessarily successive, in each of which there has been 
production upon which technical information charges have 
been paid. Pilot plant use will be read out of the defini- 
tion of production. 


a hag for five production years is to be the 
rule generally followed, but in very special cases of 
equipments involving extensive development programs, such 
as electronic switching and transistorized carrier, a 
longer period of charging may be employed. 


No decision was reached concerning the problems 
raised by the following question. If a complete package 
of technical information on telephone station systems is 
furnished to an applicant and only that part of such in- 
formation relating to the 300 Type Set is used for five 
production years, at the end of such time has the informa- 
tion on other types of sets, such as the 500 Type or the 
linesmen set, achieved charge-free status? 


Where supplementary information is furnished in 
years following the furnishing of the original package, 
each lot of supplementary information will carry a separate 
five year obligation. 


7° 





The technical information rates derived from ad- 
justing the loading rates for our seven product classes 
will be used as the on point for setting charges for 


information on items of equipment in the classes, with ad- 
justments to be made in the circumstances referred to in 
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Paragraph 1 and other similar situations. This approach 
has the advantage of providing flexibility in the matter 
of establishing charges, thereby enabling us to avoid 
challenges of our charges which would inevitably follow 
the application of a rigid schedule of standard rates to 
technical information not necessarily of standard quality. 


8. Other Matters Decided: 


(a) Where a supplier having technical information 
on hand requests the right to use it for his general business 
purposes, no gathering charge or sum in lieu thereof will be 
made against such supplier, 


(b) KS specifications or other technical informe- 
tion furnished to suppliers, will be furnished to all appli- 
cants without regard to the fact that such information may 
not relate "to equipment manufactured by Western" within the 
scope of Section XIV(B) and may not be subject to the com 
pulsory furnishing ordered by Section XIV. 


(c) The permitted restriction of Section XIV(D), 
that a recipient of technical information may be required 
to use such information only for manufacture pursuant to 
its license under U.S. patents, does not mean that such 
information may be used pursuant to the recipient's “have 
made" license. That is to say that such recipient is not 
authorized to transfer technical information to its sup- 
pliers. Our authority under the decree to restrict the 
exercise of rights to use technical information to the 
extent of making the same personal and non-transferable 
and to condition such rights on the information being 
kept confidential would be abridged were the contrary 
to be the case, Therefore, in the contract provisions 
covering the furnishing of technical information, we 
shall provide that the information may be used only in 
the factories of the recipient and its subsidiaries lo- 
cated in the United States. This conclusion is subject 
to a legal investigation currently in progress. 


FCC imp F. C. CHILDS 


(Also see document from F. C. Childs, January 14, 1957, on p.—). 
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X. INTERROGATORIES 


1. Question: Does Western recover development expense 
through patent license royalties at a rate of roughly half 
the standard patent license rate? 


Answer: No. Western's patent license rates are not 
geared to recovering any particular portion of development 
expense, 


At an early stage in Western's consideration of the 
matter of determining proper fees for technical information 
in accordance with the decree standards, it was recognized 
that a portion of development expense might be attributable 
to the cost of making inventions, and that it might be 
advisable to eliminate that portion of the expense in arriving 
at the development expense factor used in determining fees 
for technical information. At one of the staff conferences 
in which this question was discussed the suggestion was made 
that Western may recover development expense through patent 
license royalties at a rate of roughly half the standard 
patent license rates, and the suggestion was recorded in 
a memorandum of the conference, The suggestion had no 
factual support and was not adopted as a basis for eliminating 
such expense as might be attributable to patented inventions. 


2. Question: Have the rates for technical information 

been reduced to reflect this fact, so that Western does not 
recover development costs, attributable to patented techni- 
cal information, twice? 


Answer: As previously explained, it is not a fact that 
Western recovers development expenses through patent license 
royalties at a rate of roughly half the standard patent 
license rate. That portion of development expense which is 
incurred in the making of inventions, however, is eliminated 
in arriving at the development expenses properly allocable 
to the information furnished under the decree, and this 


26086 O—58—pt. 2, vol. 2 48 
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entirely apart from whether or not there are patent license 
royalties or the amount thereof. Thus, there is no element 
of double recovery of expenses for patented technical in- 
formation, 


3. Question: It is true, is it not, that development load- 
ing factors are used in determining the rates for technical 
information under the decree? 


Answer: This is true only in a limited sense for the 


following reasons: 


In the first instance, as reported in Mr. Childs' 
memorandum of July 30, 1956, it was suggested that the 
actual development expenses used to determine the develop- 
ment loading factor for each class of equipment should 
also be used as the starting point in the determination of 
technical information rates. Subsequently, as is shown 
by Mr. Childs' memorandum for file dated January 14, 1957 
it was decided that the technical information rates resulting 
from that approach which were ultimately arrived at were to 
be regarded only as ceiling rates, and that in each case in 
which technical information was furnished a rate should be 
set for the particular technical information involved (sub- 
ject to the appropriate ceiling) on the basis of the factors 
Set out in the list attached to the memorandum of January 14, 


4. Question: But it was also agreed at this conference 
(January 3, 1957) that the rates recommended by the committee, 
resting on the loading factor alone, were not to provide the 
basis for establishing or explaining technical information 
rates decided upon in any particular case. Why was this 
decision made? 


Answer: Neither Mr. Childs nor Mr. Baker, from whom 
Mr. Childs obtained the information reflected in his memo- 
randum of January 14th, 1957, was present at the conference 
of January 3, 1957, and the memorandum is incorrect insofar 
as it may convey the impression that there was a decision 
not to use the rates recommended by the committee in explain- 
ing or supporting the ultimate technical information rates. 


4 At the conference it was decided that the recom- 

. mended rates were to be regarded as maximum rates (those ex- 
ceeding 6% to be reduced to that figure), and that in each 
case a rate was to be set, subject to the maximum applicable 
to the class of equipment, using factors bearing on the 
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reasonableness of the rate for the particular information 
being furnished. This decision was made to assure that the 
reasonableness standard would be complied with. While the 
rates recommended by the committee conservatively reflected 
that portion of the development expenses properly allocable 
to the class of equipment, they did not necessarily reflect 
what would be reasonable for particular information. 


If called upon to explain or support a technical 
information rate we would certainly rely upon the maximum 
rate as indicating that portion of the development expense 
properly allocable to the class of equipment involved. 
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Xl. DOCUMENTS 





TEcHNICAL INFORMATION—Cont inued a 
ALPETH-STALPETH 


ANACONDA WIRE AND CABLE 


foo aeato aa 





t 
| - 
—== 
a 
March 8, 1956 
Fue Ob ra ee a 
WR, @.E. BRILLEART Cathe , 


Re: Alpeth and Stalpeth Cable Sheathing 


As you will recall, arrangerents ere rearing completion 
to furnish technical information fer Alpeth and Stalpeth te 
Anaconda and General Cable upon a dow payrnant by eagh of 
$150,000. Suitable patent licemse agreerents wili also be 
executed with these ¢ompanies, 


In additien, we have other requests fer teehbnical in- 
formation on Alpeth and Stalpeth. Hackethal-Draht-0nd-Kabel- 
Werke ag. hed been negotiating until cecember 29, 1959, at which 
time we teld then that we would be obliged to withdray offers 
made previously. We indicated that if it again becomes possible 
to supply technical inforsatian for Alpeth and Stalpeth, the 
terms would probably be fer a down payment applicable against ea 
centinuing royalty fer a ied of years, rather than a lump sum 
down payment. Hadrethal s since indicated several times that 
they are awaiting our further advice, 


In addition, Hitachi, Lté, has aaked whether they can 
exchange the drawings and speci fieations for a pulp insulating 
unit fer technical information for Alpeth and Stalpeth eable. 

We have not formulated a reply to their letter, believing that 
we should first have «a decisien as to whether Alpeth and Stalpeth 
technical information will be made available, 


The Plastic Wire % Cable Corp. comtinues to have an 
active interest in Alpeth and Stalpeth. They were unable to 
fimance it on the basis of a down payment of §150,000, but in- 
dieated that they would eagerly go saleng with a lesser down 
peyment and a continuing gy for a period of years. 
Accordingly, if we again make peth and Stalpeth teennical 
information available, we should advise Plastic Wire 4 Cable 
ef this faet. 


Le Will you kindly inform us as to whether it will be 
in Western's best interests to make Alpeth and &talpeth 
teehnical information available to ethers than Anaconda and 
General Cable, 
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In the event that such information may be supplied 
we shall first need te negotiate terms. Accord ly, suc 
event will you advise us additionally as to fe} the cost of 
gathering and repreduciag the material; and (bd) additional in- 
feruation, if any, whieh in your opinion would be helpful in 
the establisheent ef continuing fees by the coumittee of whieh 


= Latimer, Naramore, Simpsen, Myers and I are 
Pe a. 


C.I. BAKER 


CIBshak 


te Fi knacle 
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SPECIAL“ D¥ETVERY 
REGISTERED MAIL 





Mareh 16, 1956 


THE ANACONDA COMPANY bee” 
25 Broadway 
New York 4, New York 


Attention: Mr. Richard M. Stewart 
Gentlenens 


You will find herewith for your consideration 
and execution, two copies of a patent license agreement 
relating to alpeth and Stalpeth cable sheaths and two 
copies of a letter agreement relating to technical infor- 
mation for Alpeth and Stalpeth cable sheaths. 


If you find this material to be satisfactory, 
will you kindly have executed all four cories in the 
manner indicated on the last pare of each copy, affixing 
the corporate seal when executing the cories of the 
patent license acreement. 


If you will then return all four executed 
copies to this office together with your check for 
$150,000.00 as indicated in the letter arreement for 
technical information, we shall proceed with the delivery 
of the technical information for Alpeth and Stalpeth 
cable sheaths in whatever manner may be nost convenient 
for you. 


If you find that you have questions concerning 
either of the agreements, please get in touch with me 
and I am sure that a conference can be promptly arranged 
to discuss the questions. 


Very truly yours, 
C + tv 


Patent License Representative 
CIEs:hsk 
Encl. (4) 
Copy tor 


Mr. James W. Laist, Pennie, “dmonds, Morton 
Barrows and Taylor 
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MEMORANDIM FOR FILE 


—s. * 

On February 10, 1956, patent licenses and technical ~ 
information for wire and cable were discussed by telephone with 
Mr. H. Ormerod of Anaconda Wire and Cable Co. Messrs. Ormerod, 
Steinmetz, Bandre, Stewart, di Lustro and others had been call- 
ing every day or so for about a month asking for Western's 
position concerning the patents and technical information re- 
quested in their letters of January 26, 1956 and January 27, 
1956. Mr. Ormerod was told that the following information 
would give him and his associates an idea of Western's present 
thinking, on which they might like to comment in the next few 
days in the event that they have questions concerning any of 
it. 


As regards the patent license for Alpeth and Stalpeth, 
there has been a delay while determining whether royalties for 


the use of patents issued pr vary 24 would be 
requested, in view of the of the consent Judgment, which 
is not entirely clear on this point. Present thi is that 


such royalties would not be requested. It is thought that the 
question will be decided by Wednesday, February 15, after which 
the patent license agreement for Alpeth and Stalpeth can be 

formulated for Anaconda's consideration and possible execution. 


Turning to technical information, the consent Judgment 
would require that we supply drawings and specifications for 
telephone cables sold to the Bell System as requested by 
Anaconda, 


However, the decree does not require Western to sell 
drawings atid specifications for machinery and processes. In 

view of the heavy engineering load involved in preparing technical 
material under the decree for those who may request it, it would 
now appear that Western would have to confine itself to the 
material defined by the decree, It was suggested that if in- 
quiries for machines and processes were made in a year or s0, 

our position might be found to have changed and it might be 
possible to accede to the requests, 


However, Western would like to be as helpful as 
possi ble to Anaconda particularly in view of the delays of the 
last two or three months which were unavoidable but are very 
much regretted. Accordingly, it may be that Western can make 
available its drawings and specifications for the Fourdrinier 
pulp insulating machine and associated facilities. This is 
partly because the drawings and specifications are in good shape, 
and partly because only three requests have been received for 
such technical information, 
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Memorandum for File -2-. 


Mr. Ormerod said that the paper ribbon insulator was 
of even more interest. He was told that there are about 1,000 
drawings for this machine, which have not been brought up to 
date in the last twenty or twenty-five years. Hundreds of the 
machine were sold seven or eight years ago. There have been 
several inquiries in the last few months for the paper ribbon 
insulator, and it is feared that in addition to the work of 
bring drawings up to date, to make it available might elicit 
more additional requests than Western could handle at this time. 
The same would be true of the high-speed twister. 


Mr. Ormerod felt that he understood the situation. 
He was invited to confer concerning it at any time. He felt 
that Anaconda might wish to explore with Western the relative 
economics of pulp insulating and ribbon insulating, and was 
told that we would very pleased indeed to go over this ground 
with Anaconda. 


Ce) oe We 
wy 
C.I. BAKER 


CIB;hsk 
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6/28/56 


FIL 





In telephone conversations with Vice President - 
Steinmetz and Manager of Plants diLustro of Anaconda Wire * 
and Cable Company, the following rates for technical ;_ jy 


information were supplied: ee 
Base for Comput- ~° : 
Zyreof Tech, Inf. or Know-How —ing Royalty |, “Fab 
1. Cable Specifications (Decree-Type) Finished Cable 0 «7% 
2.. Alpeth-Stalpeth (Non-Decree) Finished Cable 1/3% 
3. Pulp Insulating (Non-Decree) Pulp Insulated : 
Conductor 1/2% 
4. Cable Specs. with Alpeth-Stal peth Finished Cable 0.85% 
(Both Decree and Non-Decree 
. Cable Specs. plus Pulp Insulating Finished Cable 0.85% 
(Combined) 
6. Alpeth-Stalpeth plus Pulp Insulating Finished Cable 0.65% 
(Non-Decree ) 
7. Cable Specs. plus Alpeth-Stalpeth Finished Cable 1.00% 


plus Pulp Insulating (Combined) 





Messrs. Steinmetz and diLustro were advised that 
these figures were by no means firm; it has not yet been 
determined that their development conforms to the legal 
requirements of the Decree and, furthermore, it has not 
been determined whether additions should be made where 
machine designs are involved to reflect capitalized 
machine design. The Anaconda representatives had no 
comments concerning the figures. They understand that the 
fees will probably be for five years from first use. 


Mr. Steinmetz inquired where we stood as toa 
patent license agreement and was advised that two or three 
weeks ago, three copies had been forwarded to Anaconda's 
Counsel stewart. 


ee 
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Mr. Steinmetz was much interested in the dis- 
counting of patent license royalties (60% for the next 
three years, 20% for the two following years) and appeared 
to consider that it represented an equitable arrangement 
on the part of Western. 


An inquiry had come through Mr. Farnsworth at 
the Laboratories for Anaconda to visit Kearny and study 
inspection methods, thereby rounding out cable specifica- 
tions which Anaconda had drafted for itself from Western's 
cable catalog. Mr. Steinmetz was advised that the visit 
would be inappropriate until there is a patent license 
between our companies, and until questions are settled 
as to Anaconda's need for technical information. 


ee 
. 77 
C \\ 


CIB:GS C. I. BAKER 


Copy to: 
H. Latimer 












CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3145 


ANACONDA WIRE & CABLE COMPANY APR 26 








| 





c. hb. §. 
E. T. 
F. W. 
AT. & 
R. CL. 
F. mM. 
G. F. 
ILASTINGS-on-HupDsSoN, G H. K. H. 
i. oe H. 8. K. 
Orrice or Vics Presipent NEw YORK G &. 
R. Ww. 





April 9, 1956 


Mr. C.Il. Baker, 

2atent License Representative 
Western Electric Compan), 

195 Broadway 

New York 7, New York 


Dear Mr. Baker: 


We are returning herewith duly executed on behalf of Anaconda, the pro- 
posed form of license agreement »etween Western Electric and Anaconda relating 
to Alpeth and Stalpeth cable sheaths, and the letter-agreement, relating to tech- 
nical information for such cable sheaths, which you sent us with your letter of 
March 16, 1956, to the attention of Mr. Richard M. Stewart. Also enclosed is 
our check in the amount of $150,000.00, in payment for the technical information 
with which you are to furnish us, 


It is our understanding that the word ''sheath"' as used in Article I, Section 2, 
as well as elsewhere throughout the agreement, has the meaning of the word 
''Sheath'' as defined in Article X, paragraph (a). 


We understanding that it is your practice in connection with license agreements 
under which the licensee is committed to pay you royalties, to reappraise, at 
licensee's request, the value to you of patents under which Western is licensed 
hereunder, and, where warranted, voluntarily to adjust the royalties payable -y 
the licensee to correct any inequities. We understand further that if, during the 
term of the enclosed license agreement, we consider that appropriate credit is 
not being given for any of our patents on future inventions, and so notify you, you 
will review the matter with us. 


We understand that in accordance with Article II, Section 1.(b) of the patent 
license agreement, any ca»le sold or put into use by Anaconda at a time when it is 
not a ‘cable subject to royalty", shall not thereafter become a "'cavle subject to 
royalty'' on account of the issuance to Western of any patent coming within the scope 


of the license herein granted, 
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Mr. C.I. Baker, 

Patent License Representative 

Western Electric Co. 

195 Broadway, New York 7, NY -2- April 9, 1956 


It is our understanding that nothing in Article III, Section 3, of the patent 
icense agreement shall entitle Western to information regarding names and 
addresses of Anaconda's customers, or any other sales information not directly 
required for verifying the royalties due Western under the agreement. 


Referring to the letter-agreement for technical information, it is our 
understanding that exercise »y either Anaconda or Western of its rights under 
Article VII, Section 4, of the patent license agreement will not ve deemed such 
a termination of the patent licenses as is contemplated in paragraph \2) of the 
technical information agreement. We further understand that expiration of patents 
will not effect any sich termination of the patent licenses as is contemplated in 
paragraph (2) of the technical information agreement. 


We understand that you have made every effort to draft soth the patent 
license agreement and the technical information agreement so as not to conflict 
with the terms of the Final Judgment dated January 23, 1956, in the anti-trust 
suit against Western and American, and that in your opinion they do not conflict 
therewith. 


We have executed oth the patent license agreement and the technical 
information agreement on the vasis of our understanding of its provisions as set 
forth avove. Lf you do not concur in the foregoing, please so advise us, and return 
to us our check and the enclosed copies of »oth the license agreement and the 
technical information agreement. 


Very truly yours 


ANACONDA WIRE AND CABLE (porens 










ichard B. Steinmetz, Vice President 
In Charge of Manufacturing 


RBS:GYL 
ATT 
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Western Electric Company 


195 BROADWAY NEw YORK 7 N Y 
ARTHUR B GOETZE WORTH 4-2100 


viCe PREBIO ENT 


April 26, 1956 


ANACONDA WI. AN CA! IO CO PANY 
25 Broadway 
New York 4, F.Y. 


Gentleren: 


You huve edvised us that you desire to use 
certain technical inforration developed by us releti 
to the manuf.eture and operation of equipment ee plo 
by us in the mamufrcture of Alpeth eable sheaths and 
Stalpeth cable sheaths. 


Sudject to your acce;tanee and to the follow 
in; ters and conditions, we hereby grant you e personal, 
nonexclusive and nomessignable right to use and have 
used, only for msanuf:cture pursuant to a retent license 
agreenent between us effective as of the dete hereof, 
the technical inforvation, as hereinafter defined: 


(1) Within sixty (60) days after receipt by us 
of s copy of this agreesent bearing your 
acceptance eres with your ent of 
One Rundred Fifty Thousand Pollars (§150,000,00), 
we will deliver to you ome complete set of 
rrints of eveilable drawings and ome cory of 
operating specific.tions covering (a) our 
Alpeth cable sheath equipment, including 
our alw:inuw corrugat pe pee tube 
forming equipment, cerent aprlicater equipment, 
sheath extrusion equireent, and capstan and 
takeup equipeent, and (b) our Stalpeth cable 
shea equipeent, ineluding our alwinw. 
end steel corrugeting equiprent, tube forring 
equipr.ent, soldering equipwent, sheath ex- 
trusion equipment, and capstan and takeup 
equipment (which ormation as to beth Alpeth 





cable sheathing equipsent and Stalpeth enable 
sheathing equipment, together with thet fur- 
nishec under Faragraph (6) her.of, is herein 
collectively referred to as "the : 
information" ), 


echnieal 
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ANACONDA WIR! AND CABLE CO} PANY «20 


(2) 


(3) 


(4) 


(5) 


(6) 


You agree (a) that you will keep the teehni- 
cal information confidential; (b) that you 
will mot use or have used sueh techni 
information exsept as hereinbefore provided 
and will take appropriate preseutions against 
wnauthorized use or disclosure thereof; (¢) 
that yeu will not, without eur express vrit- 
ten pernission, sake, or have made, or it 
to be nade, more eorles of the teehnieal infor- 
mation than ere necessary for your use here- 
weer) and (4) that om the termination of the 
patent licenses granted by the aforementioned 
patent license agreement, you will deliver te 
us the set of ts of bre s and specifi- 
cations furnished by us her er ané ell cepies 
thereof then under your soatrel. 


We believe thet the teehnieal information te 

be furnished hereunder will te true and securate 
wat we mall net be held to any liability for 
errors or omissions therein or with respect te 
any claims made by others against you or your 
customers on account of your use of the teehni- 
Gal inforwation. 


Wo rirhts are granted hereunder with respect 
to the inventions of any patents. 


The payzent of One Fundred Fifty Thousand 
Dollars ($150,000.00) under Faregraph (1) 
hereof shall be in full peyment of your rirht 
to use the teehnical informetion hereunder. 


Follewing the payzent rrevided in Paragraph (1) 
hereof, we will, at a nutually convenient tise, 
arranze to de.cnstrate, at our plant, to not 
more than three (3) of your representetives ae 
a tire, Alpeth eable sheathing equipment and 
Stalpeth cable sheathing equipcent there in 
use, such deronstration to be supplemented by 
oral cons iltetion there with our engineers as 
te the equipment and its use; such denonstraticn 
anc oral consultation net te consime nore than 
five (5) working days, not rore than two (2) 
of which et a time shall be consecutive, 
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AWACONTA WIPE AN: CARLE CO FANY oj 


Your acceptense in the space provided below on 
the attached copy hereof and its delivery to us shall con- 
stitute the above an agreement betveen us. 


Very truly yours, 
WESTERN “LSCTIC CO FANNY, INCORFORAT D 


+ B 
ae esicen 


ACC™FT Ts 
SRACONDA WIFE AN” CABL' CoO- FARY 


By__ RICHARD B. STEINMETZ 


ce Pre 
In Charge of Manufacturing 








mio vg SAS MOTE CINE 
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MEMOSANDUM FOR PILE 





On April 27, 1966 patent licenses and techriieal 
formation for “landlines” were discussed at Hastings, wns&,  ’ ‘ 
with Anaconda Wire and Cable Company's Vice Presidents 
Steinmetz and Sprackling, Counsel Stewart, Chief Engineer 
Hickernell, Manager of Plants diLustro, Works Manager Ormerod 
and numerous other engineers. Western's representatives were 
H. K. Baker and C. I. Baker. 





Before delivering executed copies of a patent license 
agreement and a letter agreement for technical information 
relating to Alpeth and Stalpeth cable sheathing, Western's 
position regarding technical information was made clear to 
Anaconda. 


It was indicated that if Anaconda becomes a patent 
licensee for "landlines" they may call upon Western for technical 
information for end products sold to the Bell System as defined 
in the consent judgment of January 24, 1956. 


From time to time and on request, Western endeavors 
to make possible for its licensees high level conferences with 
Bell System's technical personnel on the subjects of the license 
agreement. 


As to drawings and specifications for machines and 
processes, Anaconda understands that it can not count upon 
Western to supply such information. 


Anaconda felt sure that they understood Western's 
position. They desire to go ahead with a broad-scale license 
agreement. In particular, they need to know whether information 
for pulp insulating will be made available to them. In accordance 
with Mr. S. E. Brillhart's memorandum dated April 27, 1956, they 
were advised that it could be made available, though the dis- 
cussion of terms would have to be deferred until a later date. 


They asked that Western proceed with dispatch to 
draft a suitable form of patent license agreement, and to quote 
terms to Anaconda for specifications for telephone cables 
requested earlier and for pulp insulating. In addition, they 
wernt need to know dates when the material could become 

“ 


available, assuming that a patent license agreement has been 
negotiated. : 

CIB:Gs "CT. BAKER 

Copy to: 


A. C. Nystrom, Kearny 
J. H. Glover 














CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 315] 





April 30, 1956 


R. B. Steinmetz, Vice President 
ANACONDA WIRE AND CABLE COMPANY 
Hastings-oneHudson 6 

New York 


Dear Mr. Steinmetz: 


This letter will serve to record the fact that 
on April 27, 1956 we delivered to you Anaconda's executed 
copies of a licen:e azreement anid a technical inform-tion 
agreement rslating to Alpeth and Stalpeth cable sheathinr. 


As discussed on the same date, we do not — 
consider that the drawin’s and specifications for machines 
and processes for the manufacture of Alpeth and Stalpeth 


cable sheathing, to be furnished in accordance with the 
agreemont for technical information, are technical infpr- | 


mation as defined in the consent judgment of January 24, 
1956. 





This letter will also confirm our understanding 
that you desire us to proceed with the drafting of a ; qT 
patent license agreement for "landlines". We left a mi 
rough draft with you for your consideration, but will 
replace it in the noar future with a more suitable draft 
which may be used as a basis for further discussions 
between Anaconda and Western. 


Very truly yours 


vy. 
gignes 
cose) “ae 


CIB:G3 Patent License Representative ! 


ceria San aoe Sg 


ic—nieph ihe 25 


creek 


26086 O—58—pt. 2, vol. 2——49 


spe sy lene 5 ace 


iW 
if 
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APR 12 1956 





ANACONDA WIRE AND CABLE COMPANY 
25 Broadway. New York 4. N.Y. 


Anupios 


g4- 


eS 
2. | 
-¢. 
o. 
u. 
+. 
x. 


OTTO IRA 


YT. 
c 
#. 
F. 
K. 
s. 
8. 


April 12, 1956 


Mr. C. I. Baker, 
Patent License Representative 
Western Electric Company 
195 Broadway 

New York 7, New York 


Dear Mr. Baker: 
Attached to this letter are the following documents 


1. Duplicate copies of the Alpeth-Stalpeth license 


agreement executed by officers of the Anaconda “ 
Wire and Cable Company, 
2. Duplicate copies of the agreement relating to 
xr 


technical information, 


3. Duplicate copies of a letter of understanding 
dated April 9, 1956. 


4. Our check in the amount of $150, 000. 


When the agreements have been executed by your Company, 
kindly return one set to me. 

In the meantime, I would appreciate a phone call releasing 
the technical information which, as you know, is anxiously awaited 
by our people. 


Yours very truly, 


Richard M. Stewart 
Counsel 


RMS: apc ‘ 
enc. 
BY MESSENGER 











LICENSE AGREEMENT 


BETWEEN 


WESTERN ELECTRIC COMPANY, INCORPORATED 


ANACONDA WIRE AND CABLE COMPANY 


RELATING TO 


ALPETH AND STALPETH CABLE SHEATHS 
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LICENSE AGREEMENT 


On this 26th day of April, 1956, Western ELectric 
Company, Lycorporatep, a New York corporation (here- 
inafter referred to as ‘‘Western’’), and ANACONDA WIRE 
AND CaBLE Company, a Delaware corporation (hereinafter 
referred to as ‘‘Licensee’’), have agreed as follows: 


ARTICLE I 


Grants Or Licenses AND SUBLICENSING RIGHTS 


Secrion 1. Western grants to Licensee under Western’s 
patents nonexclusive licenses for Alpeth Cable Sheaths and 
Stalpeth Cable Sheaths, hereinafter collectively referred 
to as ‘‘sheaths’’; provided, however, that no licenses are 
granted under any patent claim applying only to cable 
cores or their manufacture. Except as provided in Article 
VII hereof, such licenses shall continue for the entire terms 
that the respective patents under which such licenses are 
granted are in force or for that part of such terms as 
Western has the right to grant such licenses. Western also 
grants to Licensee the right to grant nonexclusive sub- 
licenses, within the scope of said licenses, to its associated 
companies. Such right to grant sublicenses may be ex- 
ercised by Licensee at any time or times during the period 
for which a license granted to Licensee hereunder remains 
in force. 


Section 2. Licensee grants to Western and to Amer- 
ican Telephone and Telegraph Company, a New York 
corporation (hereinafter referred to as ‘‘American’’), 
severally, under Licensee’s patents, nonexclusive royalty- 
free licenses for sheaths; provided, however, that no 
licenses are granted under any patent claim applying only 
to cable cores or their manufacture. Such licenses shall 
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continue for the entire terms that the respective patents 
under which such licenses are granted are in force or for 
that part of such terms as Licensee has the right to grant 
such licenses. Licensee also grants to Western and 
American, severally, the royalty-free right to grant non- 
exclusive sublicenses within the scope of said licenses, to 
their respective associated companies. Such right to grant 
sublicenses may be exercised by Western or American at 
any time or times during the period for which a license 
granted to them hereunder remains in force. 


Section 3. Any sublicense granted by either party or 
American to any present associated company may be made 
effective, retroactively, as of the date hereof, and any subli- 
cense to any future associated company may be made effec- 
tive, retroactively, as of the date when such company 
became an associated company. 


Section 4. The licenses granted in Sections 1 and 2 
of this Article I are licenses to make and have made 
sheaths, to apply such sheaths over cable cores, and to use, 
lease and sell cables having such sheaths. Such licenses 
shall include the right to make and have made and to 
use and have used machines, tools, instrumentalities and 
materials, and to use and have used methods and processes, 
in so far as such machines, tools, instrumentalities, ma- 
terials, methods and processes are involved in or incidental 
to the development or the manufacture of sheaths or to 
the application of sheaths to cable cores. No licenses 
are granted with respect to cable cores as such, nor for any 
combinations of cables and other instrumentalities, nor for 
any methods or processes involved in the use of cables. 





ee a aa 


Se 


i 
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ARTICLE II 
Patents UnperR Wuicu Licenses ARE GRANTED 


Section 1. ‘‘Western’s patents’’ means all United 
States patents issued at any time for inventions made 
prior to the termination of this agreement with respect 
to which inventions American, Western, or any of their 
subsidiaries now has or shall, at any time during the term 
of this agreement, have the right to grant the licenses 
and rights which are herein granted by Western, to the 
extent to which any such company has the right to grant 
such licenses and rights. 

Section 2. ‘‘Licensee’s patents’? means all United 
States patents issued at any time for inventions made 
prior to the termination of this agreement, with respect 
to which inventions Licensee, or any of its subsidiaries, 
now has or shall at any time during the term of this agree- 
ment, have the right to grant the licenses and rights which 
are herein granted by Licensee, to the extent to which any 
such company has the right to grant such licenses and 
rights. 


Section 3. Each party shall, upon written request 
from the other sufficiently identifying any patent by num- 
ber and date of issue, inform the other party as to the 
extent to which said patent is subject to the licenses 
and rights granted hereunder to such other party. If 
licenses or rights under any such patent would be restricted 
in scope or would involve continuing contractual obliga- 
tions, copies of all pertinent provisions of any contract 
creating such restrictions and obligations shall, upon re 
quest, be furnished to the party making such request. 
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ARTICLE III 


RoyALtTIEs 


Section 1. (a) Licensee shall pay to Western royalty 


on each cable subject to royalty, as hereinafter defined, 
which is 


(i) sold, leased or put into use in the United States 
by Licensee or any of its subsidiaries while any 


licenses herein granted by Western shall remain 
in force, or 


(ii) made by or for Licensee or any of its subsidiaries 
while any such licenses shall remain in force and 
is thereafter sold, leased or put into use in the 
United States by Licensee or any of its subsidi- 
aries, or shipped out of the United States, or 


(iii) made by or for Licensee or any of its subsidiaries 
while any such licenses shall remain in force, hav- 
ing cable cores which are the property of others 
than Licensee and its subsidiaries ; 


such royalty to be at the rate of one-half per cent (144%) 
on the net selling price of the cable, if sold in the United 
States for a consideration payable in money, or on the fair 
market value thereof in all other cases. 


(b) The term ‘‘cable subject to royalty’? means each 
cable having a sheath applied thereto, which sheath upon 
manufacture, sale, lease or use includes, or the manufacture 
or use of which employs, any invention of any of Western’s 
patents issued after January 23, 1956 and in force at the 


time of the respective manufacture, sale, lease or use of 
such cable. 


(c) The term ‘‘net selling price,’’ as applied to a cable 
subject to royalty, means the gross selling price thereof 
in the form in which it is sold, less the usual trade dis- 
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counts actually allowed (other than cash discounts, freight 
and advertising allowances, or fees or commissions to 
agents, representatives or others) to the extent that they 
are included in such gross selling price. 


(d) The term ‘‘fair market value’’ means the net selling 
price which Licensee would realize from an unaffiliated 
buyer in an arm’s length sale of identical cables in the 
same quantity at the time and place of the transaction 
subject to royalty; provided, however, that it shall not be 
lower than complete cost plus the usual profit mark-up. 
Complete cost shall consist of all properly allocable direct 
costs and indirect expenses necessary or incidental to the 
design, manufacture and distribution of such cables. 


(e) Royalty payable hereunder on a cable subject to 
royalty, if sold to 


(i) any company of which Licensee is at that time a 
subsidiary, or 


(ii) Licensee, or a subsidiary thereof, or any other 
subsidiary of a company of which Licensee is at 
that time a subsidiary, 


shall be computed on the fair market value thereof; but 
if the cable is subsequently resold for more than such fair 
market value by such company to others than any of such 
companies, such resale shall, for the purposes of this agree- 
ment, be deemed to be the transaction subject to royalty 
hereunder. 


(f) Only one royalty shall be payable hereunder in 
respect of any cable subject to royalty, and, except as 
provided in subdivision (e) of this Section 1, such royalty 
shall be payable with respect to the first sale, lease, or use 
thereof. 


Section 2. No royalty shall be payable hereunder in 
respect of any cable subject to royalty for licenses under 
patents issued prior to January 24, 1956. 
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Section 3. Licensee shall keep full, clear and accurate 
records with respect to each cable subject to royalty 
made hereunder by or for it or made hereunder by or for 
any of its subsidiaries, or sold, leased or put into use here- 
under by it or any of its subsidiaries. Western shall have 
the right through its accredited representatives to examine 
and audit, at all reasonable times, all such records and such 
other records and accounts as may, under recognized 
accounting practices, contain information bearing upon the 
amount of royalties payable under this agreement. Prompt 
adjustment shall be made by the proper party to compen- 
sate for any errors or omissions disclosed by such audit 
in Licensee’s reports or figures. Neither such right to 
examine and audit nor the right to receive such adjustment 
shall be affected by any statement to the contrary appear- 
ing either on checks or otherwise, unless the statement 
appears in a letter, signed by the party having such right 
and delivered to the other party, expressly waiving such 
right. 


Section 4. Within thirty (30) days after the end of 
each quarter-year ending on March 31st, June 30th, Septem- 
ber 30th, or December 31st, commencing with the quarter- 
year during which this agreement first becomes effective 
and continuing thereafter until all royalties payable here- 
under shall have been reported and paid, Licensee shall 
render to Western a statement in a form acceptable to 
Western, certified by a responsible officer of Licensee, as 
to each cable subject to royalty which was sold, leased or 
put into use, or manufactured having a cable core 
which is the property of others than Licensee and its sub- 
sidiaries, by Licensee or its subsidiaries, directly or in- 
directly, during such quarter-year (or if no cable subject 
to royalty was so manufactured, sold, leased or put into use, 
that fact shall be shown) and the net selling price thereof, 
and showing the amount of royalties payable thereon. 
Each statement shall identify transactions of the char- 
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acter described in subdivision (e) of Section 1 of this 
Article III and shall verify that royalty has been reported 
as provided in said subdivision. At the time of render- 
ing any statement, Licensee shall, irrespective of terms 
granted or collections made on account of any cables sub- 
ject to royalty, pay to Western the royalties shown by 
said statement to be payable hereunder. Licensee shall 
furnish whatever additional information Western may rea- 
sonably prescribe from time to time with respect to cables 
subject to royalty. 


Section 5. Payments provided in this agreement shall, 
when overdue, bear interest at the rate of six per cent 
(6%) per annum until paid. 


ARTICLE IV 


Grant Or Immunity UNperR ForeEIGN PATENTs 


With respect to the sale, lease, or use abroad of cables 
having sheaths manufactured hereunder, Western grants 
royalty-free immunity under foreign patents owned or 
controlled by Western, American, or any of their sub- 
sidiaries, and Licensee grants royalty-free immunity under 
foreign patents owned or controlled by Licensee or any of 
its subsidiaries. 


ARTICLE V 


GENERAL PROVISIONS 


Section 1. Nothing contained in this agreement shall 
be construed as 


(a) a warranty or representation by the grantor as to 
the validity or scope of any of its patents; or 


(b) a warranty of, or representation as to, freedom 
from infringement of patents of third parties; or 
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(ec) an agreement to bring or prosecute actions or 
suits against third parties for infringement; or 


(d) conferring by implication, estoppel or otherwise, 
any license or other right under any patent, except 
the licenses and rights herein expressly granted; 
or 


(e) conferring any right to use, in advertising, pub- 
licity, or otherwise, any trade-mark, trade name 
or name, or any contraction, abbreviation or simu- 
lation thereof; or 


(f) an obligation to furnish any manufacturing or 
technical information. 


Section 2. It is recognized that the parties hereto, 
American, or their respective associated companies may 
have contracted or may hereafter contract with the United 
States government to do development work financed by such 
government and to assign to such government its or their 
rights to grant licenses, under patents for inventions aris- 
ing out of such work, to others than its associated com- 
panies. The inability of either of the parties hereto or 
American to grant the licenses herein granted or agreed 
to be granted by it under patents for such inventions shall 
not be considered to be a breach of this agreement. ‘For 
the purposes of this Section 2, Western, American and their 
respective associated companies shall be deemed to be 
associated companies of one another, and Licensee and its 
associated companies shall be deemed to be associated 
companies of one another. 


Section 3. Licensee, for itself and its sublicensees here- 
under, and Western, for itself and American and their 
respective sublicensees hereunder, each admits the validity 
of each patent under which it is licensed hereunder only 
within the scope of the licenses thereunder and only so long 
as such licenses shall remain in force. 
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Secrion 4. Licensee, for itself and for its present sub- 
sidiaries, hereby releases American, Western and their 
present associated companies, and all purchasers and 
users of cables of the kinds herein licensed as of the 
date hereof to Western and American, used or furnished 
prior to said date by American, Western, their pres- 
ent associated companies, or any of them, from all claims, 
demands, and rights of action which Licensee or any of its 
present subsidiaries may have on account of any infringe- 
ment or alleged infringement of any of Licensee’s patents 
by reason of the manufacture or any past or future use, 
lease or sale of such cables so heretofore used or furnished. 


Section 5. Western, for itself, for American, and for 


their respective present subsidiaries, hereby releases 
Licensee and its present associated companies, and all 
purchasers and users of cables of the kinds herein licensed 
as of the date hereof to Licensee, used or furnished prior 
to said date by Licensee, its present associated companies, 
or any of them, from all claims, demands and rights of 
action which Western, American or any of their present 
subsidiaries may have on account of any infringement or 
alleged infringement of any of Western’s patents by reason 
of the manufacture or any past or future use, lease or sale 
of such cables so heretofore used or furnished; provided, 
however, that cables heretofore manufactured by or for 
any of such companies, but not heretofore put into use, 
leased or sold are not within the terms of this release. 


Section 6. Each party hereto warrants that there are 
no commitments or restrictions which will limit the licenses 
and rights granted by it in this agreement under patents 
issued at any time on inventions owned at any time during 
the term of this agreement by it or any of its subsidiaries 
(and in the case of Western’s warranty, by American or 
any of its subsidiaries). 
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Section 7. The parties hereto and American shall each 
acquire rights to inventions, made during the term of this 
agreement, which relate to the subject matter of licenses 
granted hereunder and are made, in the course of their 
employment, by its or its subsidiaries’ employees who are 
employed to do development or inventive work, such that 
each licensee hereunder shall, by virtue of this agreement, 
receive in respect of patents issued on such inventions li- 
censes and rights hereunder of the scope and upon the 
terms herein provided to be granted to such licensee. Any 
inadvertent failure to acquire such rights shall not con- 
stitute a breach of this agreement. 


Section 8. Neither of the parties hereto nor American 
nor any of their respective associated companies shall be 
required hereunder to file any patent application or to 
secure any patent or to maintain any patent in force. 


ARTICLE VI 


Notices Anp STATEMENTS 


Any notice or statement hereunder shall be deemed to 
have been sufficiently given if sent by registered mail and, 
if given to Licensee, addressed to Anaconda Wire and 
Cable Company, 25 Broadway, New York 4, New York, 
or, if given to Western, addressed to Western Electric 
Company, Incorporated, 195 Broadway, New York 7, New 
York, or in either case at such changed address as either 
party shall have specified in writing to the other. 


ARTICLE VII 


SuRRENDER AND TERMINATION 


Section 1. By written notice to Western, Licensee may 
cancel its license for any specified sheath or cable. Said 
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eancellation shall relieve Licensee of all obligations to pay 
royalties on any such specified cables or on cables having 
any such specified sheaths; provided, however, that 
Licensee shall not thereby be relieved of any obligation 
to pay accrued royalty. 


Section 2. By written notice to Licensee, Western may 
cancel its license for any specified sheath or cable. 


Section 3. By written notice to Western specifying 
any of Western’s patents by number and date of issu- 
ance, Licensee may surrender and terminate all rights 
and licenses acquired hereunder by it, and its sublicensees, 
under such patent or patents with respect to all sheaths and 
cables, except sheaths and cables with respect to which 
royalty shall have accrued hereunder. Said surrender and 
termination shall be effective as of the date of giving of 
said notice and shall relieve Licensee as of said date of 
all obligations to pay royalties, other than royalties al- 
ready accrued, on any cables which would be cables subject 
to royalty under this agreement solely because of such 
patent or patents. 


Section 4. Unless sooner terminated under Section 5 
of this Article VII, this agreement shall continue in force 
until terminated by not less than six (6) months’ written 


notice from either party to the other, which notice may be 
given at any time after four and one-half (4%) years 
from the date hereof. Termination of this agreement under 
the provisions of this Section 4 shall not affect licenses or 
rights under patents for inventions made prior to the date 
of termination, nor shall such termination affect Licensee’s 
obligations under Article III hereof. 
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Section 5. If Licensee shall fail to comply with any of 
the provisions of Article III hereof, Western may at any 
time, at its election, and in addition to any other remedies 
that it may have, terminate all licenses and rights granted 
to Licensee hereunder with respect to patents issued after 
January 23, 1956 and terminate this agreement, without 
waiver of the right to accrued royalties, the right to ex- 
amine and audit records as provided in Section 3 of Article 
III hereof or of any other of its rights hereunder, by not 
less than two (2) months’ written notice to Licensee 
specifying any such breach, unless within the period of said 
notice all breaches specified in said notice shall have been 
remedied. Termination under the provisions of this Sec- 
tion 5 shall not affect licenses or rights under Licensees’ 
patents for inventions made prior to the date of termina- 
tion. 


Section 6. (a) References in this Article VII to licenses 
include sublicenses granted hereunder. All sublicenses 
granted hereunder by either party hereto or American 
shall terminate with the termination of licenses granted to 
it hereunder. 


(b) When an associated company’s relationship to a 
party hereto, or American, changes so that such company 
is no longer an associated company of such party, or Amer- 
ican, sublicenses granted hereunder to such associated com- 
pany shall terminate as of the date when such relationship 
so changed, but licenses and rights acquired hereunder 
under the patents and patent rights of such associated 
company for inventions made prior to such date shall not 
be affected by such termination. 
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ARTICLE VIII 


ASSIGNABILITY 


Neither this agreement nor any of the licenses or rights 
thereunder are assignable in whole or in part. 


ARTICLE IX 


CoNSTRUCTION 


The construction and performance of this agreement 
shall be governed by the law of the State of New York. 


ARTICLE X 


DEFINITIONS 


For the purposes of this agreement the following terms 
are defined as follows: 


(a) ‘‘Sheath’’ means Alpeth cable sheath or Stalpeth 
eable sheath. 


(b) ‘‘Alpeth Cable Sheath’’ means a protective covering 
for a cable core, which covering comprises a strip of thin 
aluminum folded around the cable core and having its 
edges substantially parallel to the axis of the cable core, 
and an extruded thermoplastic or thermosetting outer 
covering. The sheath may or may not include an insulat- 


ing tape applied between the cable core and the aluminum 
strip. 


(c) ‘*Stalpeth Cable Sheath’’ means a protective cover- 
ing for a cable core, which covering comprises a strip of 
thin aluminum folded around the cable core and having 
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its edges substantially parallel to the axis of the cable 
core, a thin strip of metal other than aluminum folded 
around the aluminum strip and having its edges metal- 
lically bonded and substantially parallel to the axis 
of the cable core and an extruded thermoplastic or thermo- 
setting outer covering. The sheath may or may not include 
an insulating tape applied between the cable core and the 
aluminum strip. 


(d) ‘‘Cable Core’’ means either a stranded conductor 
or a combination or combinations of conductors insulated 
from one another. 


(e) ‘*Cable’’ means a cable core having a sheath applied 
thereover. 


(f) ‘‘Subsidiary’’ means a company the majority of 
whose stock, entitled to vote for the election of directors, is 
now or hereafter controlled by the parent company either 
directly or indirectly, but any such company shall be 
deemed to be a subsidiary only so long as such control 
exists. 


(g) ‘‘Associated companies of Licensee’’ are subsidi- 
aries of Licensee. 


(h) ‘‘Associated companies of Western’’ are subsidi- 
aries of Western. 


(i) ‘‘Associated companies of American’’ means com- 
panies in the United States which now or hereafter oper- 
ate under patent license and service contracts with Ameri- 
can to furnish public communication service by telephone 
in the United States or between the United States and 
other countries, and subsidiaries of such companies and of 
American other than Western and its subsidiaries. ‘‘ Public 
communication service’? means communication service 
furnished to the public (including service limited to a 
particular customer or class of customers) for compen- 
sation. 
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IN WITNESS WHEREOF, the parties hereto have caused 


these presents to be executed as of the day and year 
first above written. 


WEsTERN ELEctric Company, INCORPORATED 


By Arruur B. GortTzE 
Vice President 


ATTEST: 


C. R. HommMowun 
Assistant Secretary 


(seat) 
ANACONDA WIRE AND CaBLE CoMPANY 


By Ricuarp B. STerInMEtTz 
Vice President 
In Charge of Manufacturing 


ATTEST: 


‘A. E. Pasr 
Secretary 


(SEAL) 





| 
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GENERAL CABLE Corp. 


CU 


a 


mee 


eee te aoe 

———- 
———— a 

a mn 


Sr etme. 


MEMORANDUM FOR FILE 


On February 9, 1956, technical information for 
wire and cable was discussed with Vice President 0. Garner 
of General Cable Corp. by telephone. 

ND 


Mr. Garner's interest was that General Cable's 
Board of Directors meets on Wednesday, February 15, and he 
had been asked to report progress on Alpeth and Stalpeth 
and also on pulp insulating. 


Mr. Garner was advised that the delay on Alpeth 
and Stalpeth had occurred because the provisions of the 
consent judgment are not clear as to whether royalties 
would bepayable on wire and cable patents issued before 
January 24, 1956. The answer to this question is expected 
by Wednesday, February 15, at which time it should be 
possible to proceed with the drafting of agreements for 
General Cable's signature. 


Mr. Garner said that their plant construction work 
and other planning for Alpeth and Stalpeth had progressed so 
far that he thought they would sign any agreement without 
reading it in order to get the technical information. 


He was told further that the decree does not re- 


quire Western to supply tec oducts 
sold other--than-—to.the.Bell System, and pulp insulating 

equipment does not fall within this definition. “However, 
—It may be possible to treat pulp iInsuteting equipment as a 


special case and it may be that General Cable can have the 
information made available to it. 


' Mr. Garner asked whether this would be for a down 
| payment or on the basis of continuing fees for the use of 
~ the technical information, and was told that it wuld be on 
a latter basis. 
} 


4 pes 
Cc] 


-I. BAKER 


CIB:hsk 
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SFECIAL DELIVERY 
ROGISTERED MAIL 


? y~ be - 
PF 
GENERAL CABLE CORPORATION ~/ 
236 West First Street 
Bayonne, New Jersey 


Attention: Oscar Gurner, Vice President 
Gentlerens 


You will find herewith for your consideration 
and execution, two cories of a patert licenss arrcenent 
relating to Aipeth and Stalpeth ecatle sheaths and two 
cories of a letter apreerent relating to technical infor- 
ration for Alpeth and Stalpeth cable sheaths. 


If you find this material to be satisfactory, 
will you kindly have executed all four cories in the 
manner indiceted on the last rage of euch cory, affixing 
the corporate seal when executing the copies of the 
patent license agreement. 


If you will then return all four executed 
cories to this office tocether with your check for 
$159,00C,00 as indicated in the letter agreement for 
technical inforration, we shall froceed with the delivery 
of the technical information for Alpeth and Stalpeth 
csble sheaths in whatever manner ray be most convenient 
for you. 


If you find that you have questions concerning 
either of the agreenents, pleuse ret in touch with me 
nd I ar sure thut s conference car te ysromptly arranged 
to discuss the questions, 


In accordance with your request, there is also 
enclosed :. cojy of the recent consent judgment, 


Very truly yours, 


Patent License Rerrecentative 


CIB:hsk 


nel. (5) 
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June 26, 1956 


“PP ORAL C&bt' CORPO, TIGR 
™, “aghington Street 
(orth t:-boy, Rew Jersey 


Centler ens 


You have sdvised us that you desire to use 
certain teehnieal infor etion developed ty us relating 
to the ranufscture end operation of equir: ent exployed 
by ws in the canufacture of sAlreth eabtle sheaths and 
Stalpeth eatle she.ths, 


subject to your acceptance and to the follow. 
iny teres nnd conditions, we herety grant you a personal, 
nonexclusive and nonassignable richt to use ani heve 
used, only for manuf: eture suant te a patent lieense 
agree ent between us effective es of the date hereof, 
the technics] inforw:tion, es hereinafter defined: 


(1) within sixty (60) daye after receipt by us 
of a cory of this srreeent tearing — 
acceptance together with your peyeent 
One ltundred Pifty Thousand ‘ollars (G2 50, 060.00), 
we will deliver to you one ecaplete set of 
prints ef available drewings ond ene cory of 
operating speeifiecations eovering (a) our 
Alpeth enable sheathing equipsent, ineluding 
our slusinw corrugating oem retse tube 
forming equiprent, cement applicator equiprent, 
sheeth extrusion equipment, end eapstan and 
tekeup equiprent, and (b) our Stalpeth eable 
equipeent, including eur clucinu 
and steel eorrugating equipment, tube forming 
equipment, solderinr equipment, shesth ex- 
trusion equifeent, snd ecepstan and takeup 
equipcent (whieh {nfersation as to btoth Alreth 
cable sheathing equiprent and stelreth ezble 
sheathing equip: ent, together with that fur- 
nished under Faracraph (6) hereof, ia herein 
collectively referred to as “the teehnieal 
inforiation"), 
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UDRRAT CAVE CORY OF TIO ~2e 


(2) You agree (a) that you will keer the techni. 
eal infor stion eonfidentiels, (t) that you 
will not use or heve used such technics] infor- 
- ation excert as hereinbefore provide’ and 
will take approrriute precautions arsinat 
unauthorized use or disclosure thereof; (c) 
thet you will not, without our express writ- 
ten per.ission, «eke, or heve rede, or permit 
to be -ade, -ore eoriecs of the teennie:) infor- 
>ation than ere necessary for your use here- 
under, and (d) thet on the ter inction of the 
patent licenses granted ty the aferenentioned 
petent license srree ent, you will deliver to 
us the set of prints of dravings snd speeifi- 
eetions furnished ty we hereuncer .nd ell cories 
thereof then under your eontrol,. 





(3) te teliewe thet the techiicel infor «tion to 
be furnished hereunder wil} be true and saecurate 
mt we shell not te held to «ny listility for 
errors or owisiions therein or with reszrect to 
eny Clai>s . ade ty others against you or your 
cu:storers on sccount of your us- of the technri- 
ea] infor: stion, 


(4) Ro ri:hts are grante@ hereunter vit! resrect 
to the inventions of «ny patents, 


(5) The reyrent of One Hundred Wifty Thousand 
Follare (4196,000,0:) under Faragrerh ()) 
hereof shell be in full paevrent of rour right 
to use the tachries] infor ation herownder, 


(6) VFollowing the rey-ent rrovided in Inragrarh (1) 
hereof, ve will, et @ utuslly econveniant ti e, 
arreanve *> de. onstrate, at our rlent, to net 

ere than three (5) of your reyresentatives st 

e tive, ‘lreth orble sheething equireent and 

Stelpeth cable sheathin; equirwent there in 

use, suc de onstretion to be susrle ented by 

oral coneult.tion there with our emrvincers es 
to the equipment and ite uses, such deronstretian 
apd oral consult;tion not to eons @ core tl.an 
five (5) workin: cays, not :ore thon two (>) 

of wiich st «& tine shall te consecutive, 
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eur .ee@erto ree in ‘he space ;rovidet relow on 


tte .ttecho: sapy nereof an: its delivery to us shell] core 


= 2 


"titute 's6 '. ave or «pree ent hetvween us, 


ry 


+ 7s June 26th, 1956 


e: » . t r ce rs 
ot ( Ww! > 


by O. G. GARNER 
Vice i revicent 


¥¢é 


Yery truly yours, 


> an. 
BeeY, 


P, A. GORMAN 


vice 


i resident 


& 





| 
i 
| 
| 
| 
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MEMORANDUM FOR FILE 





On June 26, 1956, Vice President Oscar Garner ‘'~ 
and Sales Manager Grogan called to deliver copies of 
agreements relating to Alpeth and Stalpeth cable sheathing 
which were executed by General Cable and were accompanied 
by General Cable's check for $150,000. 


Messrs. Garner and Grogan were interested in 
determining their right to use technical information coming 
to them in connection with Western's purchase orders for 
Alpeth and Stalpeth sheathed exchange cable. As they had 
eee from conversations with the Purchasing Division, 

8 informatio 
= production Saceren.. unless they were licensed to 
usé it for other produc 


They have been anxious for some time to learn what 
the fees would be for the use of such technical information 
(which would be decree-type information). In addition, they 
were interested in learning the fees for technical information 
for Western's pulp insulating process. Fees were worked out 
as shown in the table below. The figures include Alpeth and 
Stalpeth, because Vice President Garner indicated that General 
Cable might wish to convert to a continuing form of payment. 


Base for Comput- 


Type of Tech. Inf. or Know-How ge  ##o_jpg Royalty #8 fee 
1. Cable Specifications (Decree-Type) Finished Cable 0.7% 
2. Alpeth-Stalpeth (Non-Decree) Finished Cable 1/34 
3. alp Insulating (Non-Decree) Pulp Insulated 

Conductor 1/2% 

4. Cable Specs. with Sar Finished Cable 0.85% 
(Both Decree and Non-Decree 

5. Cable Specs. plus Pulp Insulating Finished Cable 0.85% 


(Combined) 


th-Stalpeth plus Pulp Insulating Finished Cable 0.65% 


ok 
Shundieasee} 


7. vable Specs. plus Alpeth-Stalpeth Finished Cable 1.00% 
plus Pulp Insulating (Combined) 
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Messrs. Garner and Grogan were advised that 


these figures were by no means firm; it has not yet been 
determined that their development conforms to the legal 
requirements of the Decree and, furthermore, it has not 


been determined whether additions should be ne where 


machine designs are involved to 


reflact capitalized 
machine design. The General Cable representatives had 


no comments concerning the figures. They understand 
that the fees will probably be for five years from first 
use. 


There was a brief description of the patent 


license. The rate was stated to be 3/4%, instead of 

1/2% as it had been until recently. General Cable was 
advised that Western would wish to consider licenses 
under General Cable's patents, if there are to be addi- 
tional license agreements. The discounting of royalties 
by 60% for the next three years and 30% for the following 
two years was mentioned. 


ly \A~ 


| ¥ 


CIB:GS C. I. BAKER 


Copy to: 
H. Latimer 








LICENSE AGREEMENT 


BETWEEN 


WESTERN ELECTRIC COMPANY, INCORPORATED 


GENERAL CABLE CORPORATION 


BELATING TO 


ALPETH AND STALPETH CABLE SHEATHS 





3/14/56 
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LICENSE AGREEMENT 


On this 26thiay of June , 1956 , WesTERN 
Execrric Company, IncornpoRaTED, a New York corporation 
(hereinafter referred to as ‘‘Western’’), and GENERAL 
CasLe Corporation, a New Jersey corporation (hereinafter 
referred to as ‘‘Licensee’’), have agreed as follows: 


ARTICLE I 


Grants Or Licenses Anp SuBLICENSING RIGHTS 


Secrion 1. Western grants to Licensee under West- 
ern’s patents nonexclusive licenses for Alpeth Cable 
Sheaths and Stalpeth Cable Sheaths, hereinafter collec- 
tively referred to as ‘‘sheaths’’; provided, however, that 
no licenses are granted under any patent claim applying 
only to cable cores or their manufacture. Except as pro- 
vided in Article VII hereof, such licenses shall continue for 
the entire terms that the respective patents under which 
such licenses are granted are in force or for that part of 
such terms as Western has the right to grant such licenses. 
Western also grants to Licensee the right to grant non- 
exclusive sublicenses, within the scope of said licenses, 
to its associated companies. Such right to grant sub- 
licenses may be exercised by Licensee at any time or times 
during the period for which a license granted to Licensee 
hereunder remains in force. 


Section 2. Licensee grants to Western and to Amer- 
ican Telephone and Telegraph Company, a New York 
corporation (hereinafter referred to as ‘‘American’’), 
severally, under licensee’s patents, nonexclusive royalty- 
free licenses for sheaths; provided, however, that no li- 
censes are granted under any patent claim applying only 
to cable cores or their manufacture. Such licenses shall 
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continue for the entire terms that the respective patents 
under which such licenses are granted are in force or for 
that part of such terms as Licensee has the right to grant 
such licenses. Licensee also grants to Western and Ameri- 
can, severally, the royalty-free right to grant nonexclusive 
sublicenses within the scope of said licenses, to their re- 
spective associated companies. Such right to grant sub- 
licenses may be exercised by Western or American at any 
time or times during the period for which a license granted 
to them hereunder remains in force. 


Section 3. Any sublicense granted by either party or 
American to any present associated company may be made 
effective, retroactively, as of the date hereof, and any subli- 
cense to any future associated company may be made effec- 
tive, retroactively, as of the date when such company 
became an associated company. 


Secrion 4. The licenses granted in Sections 1 and 2 
of this Article I are licenses to make and have made 
sheaths, to apply such sheaths over cable cores, and to use, 
lease and sell cables having such sheaths. Such licenses 
shall include the right to make and have made and to 
use and have used machines, tools, instrumentalities and 
materials, and to use and have used methods and processes, 
in so far as such machines, tools, instrumentalities, ma- 
terials, methods and processes are involved in or incidental 
to the development or the manufacture of sheaths or to 
the application of sheaths to cable cores. No licenses are 
granted with respect to cable cores as such, nor for 
any combinations of cables and other instrumentalities, 
nor for any methods or processes involved in the use of 
cables. 
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ARTICLE II 


Patents UnpeER Wuicu Licenses ARE GRANTED 


Section 1. ‘‘Western’s patents’’ means all United 
States patents issued at any time for inventions made 
prior to the termination of this agreement with respect 
to which inventions American, Western, or any of their 
subsidiaries now has or shall, at any time during the term 
of this agreement, have the right to grant the licenses and 
rights which are herein granted by Western, to the extent 
to which any such company has the right to grant such 
licenses and rights. 


Section 2. ‘‘Licensee’s patents’’ means all United 
States patents issued at any time for inventions made 
prior to the termination of this agreement, with respect to 
which inventions Licensee, or any of its subsidiaries, now 
has or shall at any time during the term of this agreement, 
have the right to grant the licenses and rights which are 
herein granted by Licensee, to the extent to which any 
such company has the right to grant such licenses and 
rights. 


Secrion 3. Each party shall, upon written request 
from the other sufficiently identifying any patent by num- 
ber and date of issue, inform the other party as to the 
extent to which said patent is subject to the licenses and 
rights granted hereunder to such other party. If licenses 
or rights under any such patent would be restricted in 
scope or would involve continuing contractual obligations, 
copies of all pertinent provisions of any contract creating 
such restrictions and obligations shall, upon request, be 
furnished to the party making such request. 
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ARTICLE III 


RoyaLrTies 


Section 1. (a) Licensee shall pay to Western royalty 
on each cable subject to royalty, as hereinafter defined, 
which is 


(i) sold, leased or put into use in the United States 
by Licensee or any of its subsidiaries while any 
licenses herein granted by Western shall remain 
in force, or 


(ii) made by or for Licensee or any of its subsidi- 
aries while any such licenses shall remain in 
force and is thereafter sold, leased or put into use 
in the United States by Licensee or any of its 


subsidiaries, or shipped out of the United States, 
or 


(iii) made by or for Licensee or any of its subsidi- 
aries while any such licenses shall remain in force, 
having cable cores which are the property of 
others than Licensee and its subsidiaries; 


such royalty to be at the rate of one-half per cent (144%) 
on the net selling price of the cable, if sold in the United 
States for a consideration payable in money, or on the fair 
market value thereof in all other cases. 


(b) The term ‘‘cable subject to royalty’’ means each 
cable having a sheath applied thereto, which sheath upon 
manufacture, sale, lease or use includes, or the manufacture 
or use of which employs, any invention of any of Western’s 
patents issued after January 23, 1956 and in force at the 
time of the respective manufacture, sale, lease or use of 
such cable. 


(c) The term ‘‘net selling price,’’ as applied to a cable 
subject to royalty, means the gross selling price thereof 
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in the form in which it is sold, less the usual trade dis- 
counts actually allowed (other than cash discounts, freight 
and advertising allowances, or fees or commissions to 
agents, representatives or others) to the extent that they 
are included in such gross selling price. 


(d) The term ‘‘fair market value’’ means the net selling 
price which Licensee would realize from an unaffiliated 
buyer in an arm’s length sale of identical cables in the 
same quantity at the time and place of the transaction 
subject to royalty; provided, however, that it shall not 
be lower than complete cost plus the usual profit mark-up. 
Complete cost shall consist of all properly allocable direct 
costs and indirect expenses necessary or incidental to 
the design, manufacture and distribution of such cables. 


(e) Royalty payable hereunder on a cable subject to 
royalty, if sold to 


(i) any company of which Licensee is at that time 
a subsidiary, or 


(ii) Licensee, or a subsidiary thereof, or any other 
subsidiary of a company of which Licensee is 
at that time a subsidiary, 


shall be computed on the fair market value thereof; but 
if the cable is subsequently resold for more than such 
fair market value by such company to others than any of 
such companies, such resale shall, for the purposes of 
this agreement, be deemed to be the transaction subject 
to royalty hereunder. 


(f) Only one royalty shall be payable hereunder in 
respect of any cable subject to royalty, and, except as 
provided in subdivision (e) of this Section 1, such royalty 
shall be payable with respect to the first sale, lease, or 
use thereof. 
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SecTion 2. No royalty shall be payable hereunder in 
respect of any cable subject to royalty for licenses under 
patents issued prior to January 24, 1956. 


Section 3. Licensee shall keep full, clear and accurate 
records with respect to each cable subject to royalty 
made hereunder by or for it or made hereunder by or 
for any of its subsidiaries, or sold, leased or put into use 
hereunder by it or any of its subsidiaries. Western shall 
have the right through its accredited representatives to 
examine and audit, at all reasonable times, all such records 
and such other records and accounts as may, under recog- 
nized accounting practices, contain information bearing 
upon the amount of royalties payable under this agree- 
ment. Prompt adjustment shall be made by the proper 
party to compensate for any errors or omissions disclosed 
by such audit in Licensee’s reports or figures. Neither 
such right to examine and audit nor the right to receive 
such adjustment shall be affected by any statement to 
the contrary appearing either on checks or otherwise, 
unless the statement appears in a letter, signed by the 
party having such right and delivered to the other party, 
expressly waiving such right. 


Section 4. Within thirty (30) days after the end of 
each quarter-vear ending on March 31st, June 30th, Septem- 
ber 30th, or December 31st, commencing with the quarter- 
year during which this agreement first becomes effective 
and continuing thereafter until all royalties payable here- 
under shall have been reported and paid, Licensee shall 
render to Western a statement in a form acceptable to 
Western, certified by a responsible officer of Licensee, as 
to each cable subject to royalty which was sold, leased 
or put into use, or manufactured having a cable core 
which is the property of others than Licensee and its sub- 
sidiaries, by Licensee or its subsidiaries, directly or in- 
directly, during such quarter-vear (or if no cable subject 
to royalty was so manufactured, sold, leased or put into use, 
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that fact shall be shown) and the net selling price thereof, 
and showing the amount of royalties payable thereon. 
Each statement shall identify transactions of the char- 
acter described in subdivision (e) of Section 1 of this 
Article III and shall verify that royalty has been reported 
as provided in said subdivision. At the time of render- 
ing any statement, Licensee shall, irrespective of terms 
granted or collections made on account of any cables sub- 
ject to royalty, pay to Western the royalties shown by 
said statement to be payable hereunder. Licensee shall 
furnish whatever additional information Western may rea- 
sonably prescribe from time to time with respect to cables 
subject to royalty. 


Secrion 5. Payments provided in this agreement shall, 
when overdue, bear interest at the rate of six per cent 
(6%) per annum until paid. 


ARTICLE IV 


Grant Or Immunity UNpER Foreian Patents 


With respect to the sale, lease, or use abroad of cables 
having sheaths manufactured hereunder, Western grants 
royalty-free immunity under foreign patents owned or con- 
trolled by Western, American, or any of their subsidiaries, 
and Licensee grants rovalty-free immunity under foreign 
patents owned or controlled by Licensee or any of its 
subsidiaries. 


ARTICLE V 
GeneRaL Provisions 
Secrion 1. Nothing contained in this agreement shall 
be construed as 


(a) a warranty or representation by the grantor as 
to the validity or scope of any of its patents; or 
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(b) a warranty of, or representation as to, freedom 
from infringement of patents of third parties; or 


(c) an agreement to bring or prosecute actions or 
suits against third parties for infringement; or 


(d) conferring by implication, estoppel or otherwise, 
any license or other right under any patent, ex- 
cept the licenses and rights herein expressly 
granted; or 


(e) conferring any right to use, in advertising, pub- 
licity, or otherwise, any trade-mark, trade name 
or name, or any contraction, abbreviation or 
simulation thereof; or 


(f) an obligation to furnish any manufacturing or 
technical information. 


Section 2. It is recognized that the parties hereto, 
American, or their respective associated companies may 
have contracted or may hereafter contract with the United 
States government to do development work financed by such 
government and to assign to such government its or their 
rights to grant licenses, under patents for inventions aris- 
ing out of such work, to others than its associated com- 
panies. The inability of either of the parties hereto or 
American to grant the licenses herein granted or agreed 
to be granted by it under patents for such inventions 
shall not be considered to be a breach of this agreement. 
For the purposes of this Section 2, Western, American 
and their respective associated companies shall be deemed 
to be associated companies of one another, and Licensee 
and its associated companies shall be deemed to be asso- 
ciated companies of one another. 


Section 3. Licensee, for itself and its sublicensees 
hereunder, and Western, for itself and American and 
their respective sublicensees hereunder, each admits the 
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validity of each patent under which it is licensed here- 
under only within the scope of the licenses thereunder 
and only so long as such licenses shall remain in force. 


Section 4. Licensee, for itself and for its present sub- 
sidiaries, hereby releases American, Western and their 
present associated companies, and all purchasers and 
users of cables of the kinds herein licensed as of the date 
hereof to Western and American, used or furnished prior 
to said date by American, Western, their present asso- 
ciated companies, or any of them, from all claims, de- 
mands, and rights of action which Licensee or any of its 
present subsidiaries may have on account of any infringe- 
ment or alleged infringement of any of Licensee’s patents 
by reason of the manufacture or any past or future use, 


lease or sale of such cables so heretofore used or fur- 
nished. 


Section 5. Western, for itself, for American, and for 
their respective present subsidiaries, hereby releases Li- 
censee and its present associated companies, and all pur- 
chasers and users of cables of the kinds herein licensed as 
of the date hereof to Licensee, used or furnished prior to 
said date by Licensee, its present associated companies, or 
any of them, from all claims, demands and rights of action 
which Western, American or any of their present sub- 
sidiaries may have on account of any infringement or al- 
leged infringement of any of Western’s patents by reason 
of the manufacture or any past or future use, lease or sale 
of such cables so heretofore used or furnished; provided, 
however, that cables heretofore manufactured by or for any 
of such companies, but not heretofore put into use, leased 
or sold are not within the terms of this release. 


Section 6. Each party hereto warrants that there are 
no commitments or restrictions which will limit the li- 
censes and rights granted by it in this agreement under 
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patents issued at any time on inventions owned at any 
time during the term of this agreement by it or any of 
its subsidiaries (and in the case of Western’s warranty, 
by American or any of its subsidiaries). 


Seotion 7. The parties hereto and American shall each 
acquire rights to inventions, made during the term of this 
agreement, which relate to the subject matter of licenses 
granted hereunder and are made, in the course of their 
employment, by its or its subsidiaries’ employees who are 
employed to do development or inventive work, such that 
each licensee hereunder shall, by virtue of this agreement, 
receive in respect of patents issued on such inventions 
licenses and rights hereunder of the scope and upon the 
terms herein provided to be granted to such licensee. Any 
inadvertent failure to acquire such rights shall not con- 
stitute a breach of this agreement. 


Section 8. Neither of the parties hereto nor American 
nor any of their respective associated companies shall be 
required hereunder to file any patent application or to 
secure any patent or to maintain any patent in force. 


ARTICLE VI 


Norices AND STATEMENTS 


Any notice or statement hereunder shall be deemed to 
have been sufficiently given if sent by registered mail 
and, if given to Licensee, addressed to General Cable Cor- 
poration, 26 Washington Street, Perth Amboy, New Jer- 
sey, or, if given to Western, addressed to Western Electric 
Company, Incorporated, 195 Broadway, New York 7, New 
York, or in either case at such changed address as either 
party shall have specified in writing to the other. 
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ARTICLE VII 


SURRENDER AND TERMINATION 


Section 1. By written notice to Western, Licensee may 
cancel its license for any specified sheath or cable. Said 
cancellation shall relieve Licensee of all obligations to pay 
royalties on any such specified cables or on cables having 
any such specified sheaths; provided, however, that Li- 
censee shall not thereby be relieved of any obligation to pay 
accrued royalty. 


Section 2. By written notice to Licensee, Western may 
cancel its license for any specified sheath or cable. 


Section 3. By written notice to Western specifying 
any of Western’s patents by number and date of issu- 
ance, Licensee may surrender and terminate all right 
and licenses acquired hereunder by it, and its sublicensees, 
under such patent or patents with respect to all sheaths 
and cables, except sheaths and cables with respect to 
which royalty shall have accrued hereunder. Said sur- 
render and termination shall be effective as of the date 
of giving of said notice and shall relieve Licensee as of 
said date of all obligations to pay royalties, other van 
royalties already accrued, on any cables which would be 
cables subject to royalty under this agreement solely be- 
cause of such patent or patents. 


Section 4. Unless sooner terminated under Section 5 of 
this Article VII, this agreement shall continue in force 
until terminated by not less than six (6) months’ written 
notice from either party to the other, which noiice may 
be given at any time after four and one-half (4%) years 
from the date hereof. Termination of this agreement under 
the provisions of this Section + shall not affect licenses or 
rights under patents for inventions made prior to the date 
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of termination, nor shall such termination affect Licensee’s 
obligations under Article III hereof. 


Section 5. If Licensee shall fail to comply with any of 
the provisions of Article III hereof, Western may at any 
time, at its election, and in addition to any other remedies 
that it may have, terminate all licenses and rights granted 
to Licensee hereunder with respect to patents issued after 
January 23, 1956 and terminate this agreement, without 
waiver of the right to accrued royalties, the right to exam- 
ine and audit records as provided in Section 3 of Article 
III hereof or of any other of its rights hereunder, by not 
less than two (2) months’ written notice to Licensee 
specifying any such breach, unless within the period of 
said notice all breaches specified in said notice shall have 
been remedied. Termination under the provisions of this 
Section 5 shall not affect licenses or rights under Li- 
censee’s patents for inventions made prior to the date of 
termination. 


Section 6. (a) References in this Article VII to li- 
censes include sublicenses granted hereunder. All sub- 
licenses granted hereunder by either party hereto or 
American shall terminate with the termination of licenses 
granted to it hereunder. 


(b) When an associated company’s relationship to a 
party hereto, or American, changes so that such company 
is no longer an associated company of such party, or 
American, sublicenses granted hereunder to such asso- 
ciated company shall terminate as of the date when such 
relationship so changed, but licenses and rights acquired 
hereunder under the patents and patent rights of such 
associated company for inventions made prior to such 
date shall not be affected by such termination. 
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ARTICLE VII 


ASSIGNABILITY 


Neither this agreement nor any of the licenses or rights 
thereunder are assignable in whole or in part. 


ARTICLE IX 


CONSTRUCTION 


The construction and performance of this agreement 
shall be governed by the law of the State of New York. 


ARTICLE X 


DEFINITIONS 


For the purposes of this agreement the following terms 
are defined as follows: 


(a) ‘‘Sheath’’ means Alpeth cable sheath or Stalpeth 
cable sheath. 


(b) ‘*Alpeth Cable Sheath’’ means a protective covering 
for a cable core, which covering comprises a strip of thin 
aluminum folded around the cable core and having its edges 
substantially parallel to the axis of the cable core, and an 
extruded thermoplastic or thermosetting outer covering. 
The sheath may or may not include an insulating tape 
applied between the cable core and the aluminum strip. 


(c) ‘‘Stalpeth Cable Sheath’’ means a protective cover- 
ing for a cable core, which covering comprises a strip of 
thin aluminum folded around the cable core and having its 
edges substantially parallel to the axis of the cable core, 
a thin strip of metal other than aluminum folded around 








CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 319] 


the aluminum strip and having its edges metallically 
bonded and substantially parallel to the axis of the cable 
core and an extruded thermoplastic or thermosetting outer 
covering. The sheath may or may not include an insulat- 
ing tape applied between the cable core and the aluminum 
strip. 


(d) ‘‘Cable Core’’ means either a stranded conductor 
or a combination or combinations of conductors insulated 
from one another. 


(e) ‘*Cable’’ means a cable core having a sheath applied 
thereover. 


(f) ‘‘Subsidiary’’ means a company the majority of 
whose stock, entitled to vote for the election of directors, 
is now or hereafter controlled by the parent company either 
directly or indirectly, but any such company shall be 
deemed to be a subsidiary only so long as such control 
exists. 


’ 


(g) ‘‘Associated companies of Licensee’’ are subsidi- 


aries of Licensee. 


(h) ‘‘Associated companies of Western’’ are subsidi- 
aries of Western. 


(i) **‘ Associated companies of American’’ means com- 
panies in the United States which now or hereafter oper- 
ate under patent license and service contracts with Ameri- 
‘an to furnish public communication service by telephone 
in the United States or between the United States and 
other countries, and subsidiaries of such companies and of 
American other than Western and its subsidiaries. ‘‘ Public 
communication service’? means communication service fur- 
nished to the public (including service limited to a particu- 
lar customer or class of customers) for compensation. 
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IN WITNESS WHEREOF, the parties hereto have caused 
these presents to be executed as of the day and year 
first above written. 


WesTERN Exectric Company, INCORPORATED 


By P. A. GORMAN 


see ee eee e eee eeeeeeeee eee eee eee eeeeeee 


ee eee eevee eeeeseeeeeeeeeeeeeee eee ee 


Secretary 


GENERAL CABLE CORPORATION 


estos WVeveerPevVeweuweruwervresee Cesc eves orev se 


aeaeevseaeVPeCeverevegnuuvuevr s<eveeeoescecaon Cea ss 


Assistant Secretary 
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New YORK !7, N.Y. 
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O. Ge Garner 
Vice President 
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FILE 
June 26, 1956 


Mr. Carl Ie Baker, 
Patent Licensing Engineer 
Western Electric Company 
195 Broadway 

New York 7, New York 


Gentl enen: 


We are returning herewith two copies of executed Licemse Agreement 

between Western Electric Company and General Cable Corporation re- 

lating to Alpeth and Stalpeth cable sheathing, two copies of the 

Technical Information Agreement relating to the mamfacture and 

operation of equipment employed by you in the manufacture of Alpeth _— vi 
and Stalpeth cable sheathing and a check in the amount of $150,000.00 ' 
in line with the above Agreement. 


We would appreciate you returning to us the executed Agreenents and 

all necessary technical information and drawings to help us get started 
the procurement of the equipment for Alpeth and Stalpeth cable sheathings 
at the earliest possible date. 


Very truly yours, 


OGG zuma 
LDC. 
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ANSONIA Wire & Case Co. 


[Le ry *313 85 


THE ANSONIA WIRE & CABLE COMPANY : | 
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y CUSTOM BUILT WIRES AND CABLES PAT | 
om Be ka Mn nie Ea elnels | 
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eae J 
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February 12, 1957 


Western Electric Company, Inc. 
Patent Licensing Division 

195 Broadway 

New York 7, New York 


ATTENTION: Mr. H. H. Timbers 
Patent License Manager 


Gentleme 


We are interested in obtaining pertinent information con- 
cerning licensing for manufacturing purposes your patented method of 
applying corrugated aluminum sheathing longitudinally to multiple 
conductor cable construction. We refer primarily to that which is 


" 


ormally known in the trade as ''Alpeth. 


We realize that there are a host of related patents 
involved in this process and, therefore, are not attempting to list any 


imbers specifically under which we would wish to obtain a license. 


Will you, therefore, forward us the necessary infor- 
mation and patents which you feel would cover this field. We would 
also, of course, wish to know information concerniny availability of 

quipment or blueprints for manufacture outside the Western Ele 


organization and any other manufacturing know-how costs. 


ilden P, Lunt 
President 
APL:hh 
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PRESIDENT 





j 
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February 20, 1957 


Mr. R. P. Wilson 

Patent License Engineer 
Western Electric Company, Inc. 
195 Broadway 

New York 7, New York 


Dear Mr. Wilson: 


It was a pleasure to meet with you and discuss the problems and 
possibilities of a license agreement concerning the use of certain of your pa- 
tented equipment in connection with the forming of corrugated aluminum sheath- 
ing for communication cable this morning. 


However, it appears that you are in a position somewhat of a 
man with all the goods on his shelf and nothing to sell because of your indica- | 
tion that no drawings on this equipment could be made available to a licensee 
at this time, and neither could it be arranged that such equipment be purchased 
from your present suppliers, This, in itself, might not be hard to understand 
were it not for the fact that in having already granted licenses and know-how 
information to General Cable and Anaconda, continued failure to provide the | 
same service to those of the rest of us in the industry who are interested 
would appear to put us at a marked disadvantage with our competitors. 


I cannot help but feel that the Western Electric Company does 
not wish to continue itself in this position and, therefore, am most vociferously 
registering a protest against your present company policy thereon. 


As I pointed out to you, we are very definitely interested in the 
licensing arrangement covering the forming of the corrugated alpeth type 
aluminum sheath only, and I would appreciate hearing from you at your early 
convenience with regard to a decision on the availability of the drawingson 
machinery as well as a fairly accurate estimate of your cost proposals for the 
licenses, ey 


{ 
V te 


Alden P, Lunt 
APL:hh President 








3196 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


MAR ? 1957 





MEMORANDUM FOR FILE 


On February 20, 1957 I visited Mr. A. P. Lunt, 
President of the Ansonia Wire & Cable Company. Mr. Lunt 
is most interested in obtaining technical information on 
machinery for manufacturing Alpeth cable. He was mainly 
interested in the belt former and corrugating equipment. 


I explained that such information could only 
be transmitted to a licensee and Mr. Lunt was perfectly 
willing to become a licensee, although he expressed the 
opinion that such a license would not be of much value 
to him without the drawings on the machinery. 


I pointed out to Mr. Lunt that I was not in 
a position to furnish drawings at the present time, 
although this situation may change at any moment. I 
promised to forward a license to him as soon as one 
was available. 





RPW:RD - 
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MAR 9 = 


Af. he P. Lunt, President 

fuk ANSONIA wiih §& CABLE COLPANY 
111 Lartin street 

Ashton, Rhote Island 


‘ 


Dear b.r. Lunt: 


Attached are two conies of the vronosed bilateral 
license agreerent covering Land Lines. If this agreement 
meets with your anprov2l, will you please execute both 
contes ane return them to my office for execution by Yestern 
nwlectric,. 


If you have any further questions concerning this 
arfreement, vlease do not hesitate to czll on me. 


Very truly yours 
ginal Signed Ry 
R. P. Wiison 


R. F. WILSON 
RP: Rv Patent License Engineer 
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THE ANSONIA WIRE & CABLE COMPANY! =e 


R Tor Bt 
DESIGNERS AND MANUFACTURERS OF Ankoseal oT 
CUSTOM BUILT WIRES AND CABLES 






TELEPHONE PAWTUCKET PA 6 6300 


itt MARTIN STREET ° ASHTON.@RHODE ISLAND 
ALOEN P LUNT 


PRESIOENT 


April 4, 1957 


Mr. R. P. Wilson 

Patent License Engineer 
Western Eiectric Company 
195 Broadway 

New York 7, New York 


Dear Mr. Wilson: 


This will acknowledge receipt of your letter of March 29th 
enclosing two copies of the bilateral land lines license agreement. We 
are studying this carefully and giving it further consideration before 
making our final decision. In the meantime, we would appreciate it 
if you would advise us whether the fact that you have now submitted the 
bilateral agreement per se indicates that your company policy has been 
revised so that we can obtain drawings or equipment in which we might 
be interested and/or actually purchase the equipment from you with 
reasonable promptness. 


It would be appreciated if you could advise me on this 
at your earliest convenience and further indicate what your estimated 
charges would be for drawings on basic Alpeth forming equipment. 


Very truly yours, + 


Lodo i| 

AQ \) Lor 
Alden P. Lunt 
President 


APL:hh 
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April 8, 1957 


Mr. A. P. Lunt 

THE ANSONIA WIRE & CABLE COMPANY 
111 Martin Street 

Ashton, Rhode Island 





Dear Mr. Lunt: 


This will reply to your letter of Avril 4, 1957 
relative to the bilateral Land Lines agreement. 


As I discussed with you during my visit, the 
license agreement is a prerequisite to furnish technical 
information. Since a license agreement is necessary, we 
feel that we would like to iron out any details in this 
agreement while we are looking into furnishing you the 
technical information on Alpeth cable. I am very sorry 
that we are taking so long to consider your request, but / 
I do hope to have an answer in the near future. 


As to the purchase of Alpeth equipment, we are 
not in a position to furnish this machinery. Such machinery 
is vurchased in parts and assembled in our shops for our 
own use. There have been times when we have had surpluses 
of various tyves of cable machinery. At the present time 
there is no surplus of Alpeth-Stalpeth machinery as we are 
procuring additional equipment for our own use. With our 
present cable program it does not appear that there will be 
any surplus Alpeth machinery for some time. 


I plan to be in the Providence area during the 
latter part of this week and will call upon you to discuss 
any questions that you may have on the Land Lines agreement. 


Very truly yours 


al Signed By 
. Wilson 


R. P. WILSON 
RPW:RD Patent License Engineer 


26086 0 5S pt - 
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THE ANSONIA WIRE & CABLE COMPANY 


DESIGNERS AND MANUFACTURERS OF Ankoseal * 
CUSTOM BUILT WIRES AND CABLES 


TELEPHONE PAWTUCKET Pa 6-630 


lit MARTIN STREET ° ASHTON, RHODE ISLAND 
ALDEN P LUNT 


April 9, 1957 


Mr. R. P. Wilson 

Patent License Engineer 
Western Electric Company 
195 Broadway 

New York 7, New York 


Dear Mr. Wilson: 


Iam getting a letter off to you this afternoon in hopes of 
catching you before you leave for the Providence area later this week 
because from the contents of your letter of the 8th, I think it is quite 
possible you misunderstood the intent of mine of the 4th of April. 


What we are interested in determining is, on the assumption 
-hat we reach an amicable agreement on the bilaterial Land Lines license 
agreement, has Western's policy now been revised so that upon signing 
of such agreement, drawings at least and shop visitations and other 
assistance will immediately be made available to us? As I pointed out 
in my previous letter to you, the license is of no practical value without } 
that phase of Western's policy having been revised as outlined above. } 


I will appreciate it if you will plan to have an answer to 
this basic question when you come in to see us later this week. 


Very truly yours, ) 
ee +t 
UR Xoo, J Lert 
Alden P, Lunt 
President 


APL:hh 








ALDEN P LUNT 
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TELEPHONE PAWTUCKET PA 6 6300 


it) MARTIN STREET . ASHTON, RHODE ISLAND 





OENT 


April 16, 1957 


Mr. R. P. Wilson 

Patent License Engineer 
Western Electric Company 
195 Broadway 

New York 7, New York 


Dear Mr. Wilson: 


First, let me thank you for Mr. Biskeborn and myself for 
the enjoyable evening which we had with you at the Sheraton-Biltmore the 
llth. 


I think that from the discussions which were held during the 
course of the evening, you got a better insight into some of the particular 
questions which deeply interest us concerning the Cross License Proposal, 
and we in turn, learned considerably more as to your proposed method of 
operation thereon, 


We would like to avail ourselves of your offer to have one 
or two of our technical people visit your Point Breeze plant to see your 
Alpeth production line equipment in operation, and would appreciate it if 

su could arrange for this visit for some time during the week of the 22nd, 


In the meantime, it is our understanding from the meeting 
the other night that your technical assistance license agreement addendum 
to the basic Cross License agreement is based usually on about 1/2% 
royalty, but it is not clear in our mind as to whether this royalty payment 
includes the cost of drawings supplied as requested by us. Iam of the 

vinion that it does; Mr. Biskeborn is of the opinion that it does not. In 
-ne event that he is correct, will you please indicate to us approximately 
the additional cost of the working drawing sets for the Alpeth operation 
covering essentially the belt feed taping only at this time. 
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Mr. R. P. Wilson -2- April 16, 1957 


Trusting that we may hear from you favorably shortly. 


Very truly yours, 


President 


APL:hbh 
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APR 29 ag¢7 . 


MEMORANDUM FOR FILE 


On April 11, 1957, I had dinner with Messrs. 
A. P. Lunt, President, and H. Biskeborn, Chief Engineer 
of the Ansonia Wire & Cable Company. 


A general discussion was held on the terms and 
conditions of our Land Lines license and Mr. Lunt again 
reiterated the fact that the license would be useless to 
him without the technical information for the manufacture 
of Alpeth cable. 


Fa 


a oi , 
RPW: RD ike 
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PRESIDENT 





June 10, 1957 


Mr. R. P. Wilson 
Patent License Engineer 
Western Electric Company 
195 Broadway 
New York 7, New York 
Dear Mr. Wilson: 
In accordance with your telephone conversation with 
our Mrs. Hassett this morning, we are returning herewith Loth copies 


of the Patent License Agreement. It is our understanding that these 


will be returned to us within a short period of time. 


Very truly os ) 


Rofh.. (Lut 


Alden P, Lunt 
President 


AP L:hh 
Enc. 
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June 14, 1957 


Mr. A. P. Lunt 

THE ANSONIA WIRE & CABLE COMPANY 
111 Martin Street 

Ashton, Rhode Island 


Dear Mr. Lunt: 


We are returning herewith two copies of the 
Land Lines agreement which you returned with your letter 
of June 10, 1957. 


We have inserted the effective date of 
August 1, 1957 in this agreement. The technical infor- 
mation agreement concerning Alpeth-Stalpeth cable will 
be forwarded to you in a few days at which time, we 
will notify you of our plans. 


Many thanks for your cooperation. 


Very truly yours 


Cr Tous Sts ' By 
no P, WILSON 
mPw3RD Patent License Engineer 


Att. 
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Mr. R. P. Wilson 

Patent License Engineer 
Western Electric Company, Inc, 
195 Broadway 

New York 7, New York 


Dear Mr. Wilson: 


This will acknowledge receipt of the two copies of 
the Land Lines Agreement recently forwarded to you for date in- 


sertion, 


We are at a loss to understand why at this stage of 
the game you are dating this Agreement at as late a date as 
August Ist. It was my understanding that the date thereon would | 
be coincidental with that of the Technical Information Agreement / 
which you indicate will be available within a few days. 


It, therefore, would be appreciated if you would 
explain to us the reason for this late date and indicate why you 
would have objections to dating the Agreement as of the same date 


as the Technical Information papers. 


APL:hh 
(y¥ JA * Y x ~~ i JZ e 
? Q 4 > 
(427 Ley A) cee 4 € / 
4 ae - 
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JUN 24 1957 


Mr. A. ?. Lunt 

THE ANSORIA w#IRE & CABLE COMPANY 
111 Martin Street 

Ashton, Rhode Island 


Dear Mr. Lunt: 


‘e@ enclose for your consideration, pursuant to 
your request, 4 proposed technical information agreement 
covering Alpeth-Stalpeth cable sheathing manufacturing 
techniques. This has been drafted along the lines dis- 
cussed in our recent conversation. Should you have any 
questions on this agreement or on the proposed patent 
license agreement which we sent to you on March 29, 1957, 
plesse do not hesitate to get in touch with us. 


A number of other companies have also requested 
the aforementioned information. You will note that the 
technical information agreement does not provide for con- 
sultations with our engineers. However, as a service to 
our patent licensees who have entered into such technical 
infortation agreements with us we plan to hold a three- 
day conference some time in the Fall of this year, at which 
time our engineers will discuss the machinery and techniques 
disclosed by the agreement and will answer questions relat- 
ing thereto. It is contemplated, also, that there will be 
a second conference, perhaps within a year of the first, 
for discussion of problems encountered during the interval. 
As indicated, only patent licensees who have executed 
technical information agreements with us for Alpeth-Stalpeth 
cable sheathing manufacturing processes will be invited. 
Rach company will be entitled to send two representatives. 
Details as to time and location of the first meeting will 
be sent you shortly. 


So that we may have sufficient time to make ar- 
rangements, we should heve the patent license and technical 
information agreements executed by you in our hands on or 
before August 1, 1957. If you have not executed these agree- 
ments by that tine, we shall assume that you are no longer 
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“2- JUN 26 49° 


interested in obtaining said technical information. It 
should be borne in mind, in this connection, that we cannot 
commit ourselves to supply this information at a later date. 


You understand, of course, that the execution of 
patent license and technical information agreements with us 
does not mean that, as a result thereof, Western Electric 
Company is in any way obligated, or has the intention, to 
purchase cable or other equipment from the other contracting 
party or parties. 


Very truly yours 


Origina! Signey ~y 
R. P. Wiisen 


hk. P. WILSON 
RPwWsRD Patent License Fngineer 


Enc. 
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July 3, 





Mr. R. P. Wilson 

Patent License Engineer 
Western Electric Company, Inc. 
195 Broadway 

New York 7, New York 


Dear Mr. Wilson 


We have gone over the Technical Information Agreement 


which you forwarded to us on_ June 26th and quite frankly, find it very un- 


palatable. Our reasons are as follows: 


l. [The blank check for a sum up to $10, 000 for the 
drawings and data to be supplied as shown in the 
attached schedule is too indefinite, and were the 
figure to reach $10,000, exorbitantly high in our 


opinion, 


A continuing royalty of 3/10 of 1% on cable produced 


™m 


ising this technical information, but with no provi- 
sion that the user or licensee may obtain technical 
assistance other than the drawings provided is un- 
fair to the licensee. 


We cannot entertain entering into this Agreement with you 
unfortunately, unless the two conditions outlined above can be corrected, 
namely, a fixed price for the drawings and a written agreement that reason- 
able and continuing conferences with your engineers would be available during 
the life of the Agreement. 


In other words, we feel that as the Agreement is presented, it 
in effect repays Western Electric for its costs of collecting drawings several 
times over and continues to collect a royalty for the use of these drawings \ 
which in all probability, no matter how detailed in scope, do not make the 
equipment operate properly. The practical experience of running the equipment 
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Mr. R. P. Wilson -2- July 3, 1957 


and knowing the idiosyncrasies of proper production can only come from 
engineers working with the equipment daily. 


It is to be hoped that we are not alone in taking this position 
and that you will find means of changing the Agreement so that it can be of 
value to both of us. Your comments will be appreciated. 


Very truly yours, 


; Lh i Ly } Nore P 
Alden P, Lunt 
President 


AP L:hbh 
Enc. 
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MR. AL..ER P. LUNT, Pir. IDENT FILT: 

The Ansonia Wire & C-ble Cor>any 


lll M rtin Etreet 
Ashton, Rhode Island 


Dewr Mr. Lunts 


This is in reply to your letter of July 3 
commenting on the technic:1 inforr: tion sgrecment 
covering Alpeth-Stalpeth ceble sheathing transmitted 
to you with zy letter of June 26, 


We sincerely regret that “he vronosed <:gree- 
ment is wnacceptable to you and by way of explanation 
regarcing the cuesticns you hve raised, herewith sre 
our comments 


item 2 


The payment of "not to exceed $10,000" as 
specified in Article III, Section 1, o° the vrovosed 
agreement for gethering and reprotucing the technical 
information is a maximum figure. You will secall that 
we mentioned in our letter of Jume 26 there sere a 
number of other comoanies intere:ted in receivins the 
Alpeth-Stalpeth technical inform-tion, but we io not 
know exactly how many will actually execute technical 
information agreements vith us. For this reason, we 
cannot at this time determine whether or not the cost 
of this information will be less than $10,000, but we 
have reasons to believe it will be. 


Tien £2 


With respect to the fee of .3% of the net 
selling price of ¢c.ble produced, using the teehnics1l 
information provided under the agreement, we feel that 
this is a ressonable figure when you consider th:t ve 
are entitled to recover a recsonable portion of the 
researeh and development expense expended by us in 
conceiving and perfecting the Alpeth-Stalpeth processes, 
This charge, of course, is an liexble only for a five 
year period, 
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The Ansonie Wire & Cable Compeny 
ae 


While we h ve not provide for technical 
assistance in the pronosed sagreerent, we have, as 
stated in our letter of June 276, substituted {n its 
place a confe ence, wiiich will fe of three days? 
duration, at which our engineers et our Point Breeze 
and Kecrny Works will ‘isclose in det»il the tech- 
niques or "know-how" pertinent to the ayv-lic tion of 
Alpeth and Etalpeth shesthing. Furthermore, we 180 
expect to hol? a second confersnce within a yverr of 
the first one to discuss problems experienced by the 
licensees in retting into production, 


Although we would very much like to h:ve 
you feel the terrs of our provosed tecrnicel infor- 
mation agreement are resonable, the decision e: to 
whether or not you wish to enter into the agreement 
is strictly on th:.t Ansonia must meke for itself, 
As a matter of information, the proposed srreement 
sent you is identical to tne ones sent to the other 
interested corpanies. 


Bhould you wish to meet with us to discuss 
the matter in further cetuil, we shall be plensed 


to ¢o so at a time and :l-ce wich ults your convene 
ience. 


Very truly yours, 
Original Signec oy 


R. P. Wilson 


Patent License Fngeineer 








LICENSE AGREEMENT 


BETWEEN 


WESTERN ELECTRIC COMPANY, INCORPORATED 


AND 


TRE -ARGOREA- ERE: -B- OABL= - COMPABY: ---- 50-5 
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C-IT (11-29-56)C 


LICENSE AGREEMENT 


Effective as of August 1, 1957 
Western Electric Company, Incorporated, a New York cor- 
poration (hereinafter referred to as ‘‘Western’’), and 


THE ANSONIA AIRE & CasLk CUOMPABY, 28 
Connecticat eorporation, 


in r referred to as ‘‘ Licensee 1avi e@ £ 
(hereinafter referred t ‘*Licensee’’), having an office at 


1ll Martin Street, Ashton, fhede Island, 


agree as follows: 


ARTICLE I 


Grants Or Licenses AND IMMUNITIES 


Section 1. Western grants to Licensee under West- 
ern’s patents non-exclusive licenses for: 


—— 


as defined in the Appendix attached hereto and made a 
part hereof, hereinafter referred to as ‘‘equipments.”’ 
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Section 2. Licensee grants to Western and to Ameri- 
can Telephone and Telegraph Company, a New York 
corporation (hereinafter referred to as ‘‘American’’), 
severally, under Licensee’s patents non-exclusive royalty- 
free licenses for: 


Lemé Lines 





as defined in the Appendix attached hereto and made a 
part hereof, hereinafter referred to as ‘‘equipments’’. 


Section 3. Western grants under patents issued in 
countries other than the United States and owned or con- 
trolled by Western, American, or their subsidiaries, 
royalty-free immunity relating to the sale, lease or use in 
such other countries of equipments specified in Section 1 
of this Article I, and maintenance parts therefor, manv- 
factured under the licenses granted herein under West- 
ern’s patents issued in the United States. 


Section 4. Licensee grants under patents issued in 
countries other than the United States and owned or con- 
trolled by it, or its associated companies, royalty-free 
immunity relating to the sale, lease or use in such other 
countries of equipments specified in Section 2 of this 
Artiele I, and maintenance parts therefor, manufactured 
under the licenses granted herein under Licensee’s patents 
issued in the United States. 
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Section 5. Except as provided in Article V hereof, all 
licenses herein granted shall commence on the effective 
date hereof and shall continue for the entire terms that 
the respective patents under which they are granted are in 
force, or for that part of such terms for which Western 
or Licensee, respectively, has the right to grant such 
licenses. 


Sgcrion 6. (a) The patents referred to in Sections 7 
and 8 of this Article I shall exclude those issued on inven- 
tions made by employees of any subsidiary of either 
party hereto or of American or of any associated company 
of Licensee exclusively engaged in the performance of 
contracts with the Atomic Energy Commission of the 
United States of America. 


(b) As hereinafter used in this agreement, the term 
‘*five year date’’ means the date which is five years after 
the effective date of this agreement. 


Secrion 7. ‘‘Western’s patents’? means all patents 
issued in the United States and owned or controlled at 
any time prior to the five year date by American, Western 
or any of their subsidiaries, all patents issued at any 
time in the United States on inventions made prior to 
said date by employees of such companies in the course of 
their employment employed to do research, development 
or other inventive work, subject to any releases of rights 
to such employees granted prior to the date of execution 
hereof, and all patents of others issued at any time in the 
United States under which and to the extent to which any 
such company prior to the five year date shall have the 
right to grant the licenses and rights which are herein 
granted by Western. 


Section 8. ‘‘Licensee’s patents’’ means all patents 
issued in the United States and owned or controlled at 
any time prior to the five vear date by Licensee, or any 
of its associated companies, all patents issued at any time 
in the United States on inventions made prior to said date 
by employees of Licensee, or of any of the aforesaid com- 
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panies, in the course of their employment employed to 
do research, development or other inventive work and 
all patents of others issued at any time in the United 
States under which and to the extent to which Licensee, 
or any of its associated companies, prior to said date shall 
have the right to grant the licenses and rights which are 
herein granted by Licensee. 


Section 9. The grants of the licenses granted here- 
under to Licensee include the right to grant sublicenses 
within the scope of such licenses to its subsidiaries. The 
grants of the licenses granted hereunder to Western and 
American, include the right to grant sublicenses within the 
scope of such licenses to their respective associated com- 
panies. Such right of Licensee, Western or American may 
be exercised at any time during the period for which such 
a license granted hereunder to Licensee, Western or Amer- 
ican, as the case may be, continues in force. Any sub- 
licenses granted under this Section 9 to any present sub- 
sidiary or to any present associated company may be 
made effective, retroactively, as of the effective date here- 
of and any sublicenses to any future subsidiary or any 
future associated company may be made effective, retroac- 
tively, as of the date when such company became a sub- 
sidiarv or an associated company. 


ARTICLE II 


GENERAL Provisions Re.atina To LIcENsES 
Awnp SuBLICENSES 


Section 1. The licenses granted in Sections 1 and 2 
of Article I hereof for the equipments therein specified 
are licenses to make, have made, use, lease and sell such 
equipments. Such licenses inelude the rights to maintain 
such equipments, to practice methods and processes in- 
volved in the use of such equipments and to make and have 
made, to use and have used, and to maintain machines, 
tools, instrumentalities and materials, and to use and have 
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used methods and processes, in so far as such machines, 
tools, instrumentalities, materials, methods and processes 
are involved in or incidental to the development or the 
manufacture of such equipments, the term ‘‘manufacture’’ 
including installation, testing and repair. Such licenses do 
not extend to any other instrumentality or combination or 
to any method or process involved in the use of such 
equipments in combination with any other instrumen- 
talities. 


Secrion 2. Neither of the parties hereto nor American 
nor any of their respective associated companies shall 
be required hereunder to file any patent application or 
to secure any patent or to maintain any patent in force. 


Section 3. Western and, except as stated in a letter 
from Licensee to Western of even date, Licensee each war- 
rants that there are no commitments or restrictions which 
will limit the licenses and rights granted by it in this agree- 
ment under patents issued at any time on inventions 
owned at any time between the effective date hereof and 
the five year date, by it or any of its associated com- 
panies (and in the case of Western’s warranty, by Ameri- 
can or any of its subsidiaries). 


ARTICLE III 


Roya.ty 


Section 1. Licensee shall pay to Western royalty on 
each equipment, and maintenance part therefor, which is 
apparatus subject to royalty (as herein defined), at the 
rates hereinafter specified in this Section 1, 


(i) which is sold, leased or put into use by Licensee 
while any licenses acquired hereunder by it with 
respect to such apparatus shall remain in force, or 


(ii) which is made by or for Licensee while any such 
licenses shall remain in force and is thereafter 
sold, leased or put into use by it, 
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such royalty rates to be applied, except as hereinafter pro- 
vided in this Section 1 and in paragraph (f) of Section 3 
of this Article III, to the net selling price of such apparatus 
if sold for a consideration payable in money and in all 
other cases to the fair market value thereof; provided, 
however, that licenses under Western’s patents (other than 
patents of Teletypesetter Corporation, a Delaware corpora- 
tion) issued in the United States prior to January 24, 1956 
shall be royalty free. The royalty rate applicable to 
equipment licensed by Section 1 of Article I hereof is as 


follows: 


Seven tenths cf eme per cent (7/108) 


provided, however, that the royalty rate applicable 
to any equipment or maintenance part therefor man- 
ufactured in the United States and sold, leased or 
used abroad shall be applied to the fair. market 
value thereof computed in United States dollars. 


ss” 
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Any maintenance part which is apparatus subject to roy- 
alty hereunder shall bear royalty at the same rate as the 
equipment in which it is to be used. 


Section 2. Any royalty payable to Western hereunder 
in respect of apparatus subject to royalty sold, leased or 
put into use during the period between January 23, 1956 
and January 1, 1959 shall be reduced by an amount equal 
to sixty per cent (60%) thereof and any royalty payable to 
Western hereunder in respect of apparatus subject to 
royalty sold, leased or put into use during the period be- 
tween December 31, 1958 and January 1, 1961 shall be 
reduced by an amount equal to thirty per cent (30%) 
thereof. 


Section 3. (a) For the purposes of this Article III, 
any manufacture by or for, or any sale, lease or putting 
into use by, any subsidiary of Licensee of apparatus sub- 
ject to royalty shall be deemed to be a manufacture, sale, 
lease or putting into use, as the case may be, of such 
apparatus by Licensee. 


9 


(b) The term ‘‘apparatus subject to royalty’’ means 
anv equipment of the kind specified in Section 1 of Article 
I hereof, and any maintenance part therefor, which upon 
manufacture includes, or the manufacture of which em- 
ploys, any invention of any of Western’s patents in force 
at the time of such manufacture, or which includes when 
sold, leased or put into use, or the use of which employs 
when put into use, any invention of any of Western’s 
patents in force at the time of such sale, lease or putting 
into use, other than patents under which a royalty-free 
license for such equipment, and maintenance part therefor, 
has been acquired under this agreement. 


(c) Only one royalty shall be payable hereunder in 
respect of any apparatus subject to royalty. Such royalty 
shall accrue upon the happening of the first transaction 








CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3221 


(manufacture, use, lease or sale) hereunder which involves 
any of Western’s patents by virtue of which the equipment, 
or maintenance part, becomes apparatus subject to royalty, 
and such royalty shall become payable in accordance with 
the provisions of Section 5 of this Article III upon the 
first sale, lease or putting into use thereof. 


’ 


(d) The term ‘‘net selling price,’’ as applied to equip- 
ment which is apparatus subject to royalty, means the 
gross selling price of such equipment, as defined in the 
Appendix attached hereto, in the formn in which it is sold, 
whether assembled or disassembled, but the following items 
shall be deductible from such gross selling price to the 
extent that they are included therein: 


(i) usual trade discounts actually allowed (other than 
cash discounts, advertising allowances, or fees or 
commissions to any employees of Licensee or of 
any of its associated companies) ; 


(ii) packing charges; 
(ili) excise taxes; 


(iv) costs of insurance and transportation from the place 
of manufacture to the customer’s premises or point 
of installation; 


(v) costs of installation at the place of use; 


(vi) costs of special engineering services not incident to 
the design or manufacture of apparatus subject to 
royalty; and 


(vii) costs of the following: 


antennas; external primary generators; storage 
batteries and their controls; distributing frames ; 
and commercial types of inspection and mainte- 
nance equipment (such as tools, gauges and 
meters) not an integral part of apparatus sub- 
ject to royalty; 
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unless any of the foregoing items listed in this 
subdivision (vii) includes, or its manufacture or 
use employs, any invention of any of Western’s 
patents (other than those under which royalty- 
free licenses are herein granted) in force at the 
time of the manufacture, use, lease or sale of the 
apparatus subject to royalty. 


(e) The term ‘‘fair market value,’’ as applied to appa- 
ratus subject to royalty, means the net selling price which 
Licensee would realize from an unaffiliated buyer in an 
arm’s length sale of identical apparatus in the same quan- 
tity and at the same time and place as the transaction sub- 
ject to royalty, provided, however, that it shall not be 
lower than complete cost plus the usual profit factor. 
Complete cost shall consist of all properly allocable direct 
costs and indirect expenses necessary or incidental to the 
design, manufacture or distribution of such apparatus as 
determined in accordance with recognized accounting prac- 
tices. 


(f) If sales of apparatus subject to royalty shall be 
made by Licensee or its subsidiaries to 


(i) any company of which Licensee is a subsidiary 
at that time, or 


(ii) Licensee or a subsidiary thereof or any other sub- 
sidiarv of a company of which Licensee is at that 
time a subsidiary, 


royalty payable hereunder shall be computed on the fair 
market value of such apparatus subject to royalty. 


Section 4. Licensee shall keep full, clear and accurate 
records with respect to apparatus subject to royalty on 
which royalty is payable hereunder by it. Western shall 
have the right through its accredited representatives to 
examine and audit at all reasonable times all such records 
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and such other records and accounts as may under recog- 
nized accounting practices contain information bearing 
upon the amount of royalty payable to it under this agree- 
ment. Prompt adjustment shall be made by the proper 
party to compensate for any errors or omissions disclosed 
by such examination or audit. Neither such right to ex- 
amine and audit nor the rit to receive such adjustinent 
shall be affected by any statement to the contrary appear- 
ing either on checks or otherwise, unless such statement 
appears in a letter, signed by the party having such right 
and delivered to the other party, expressly waiving such 
right. 


Section 5. Within sixty (60) days after the end of 
each semi-annual period ending on June 30th or December 
31st, commencing with the semi-annual period during which 
this agreement first becomes effective and continuing 
thereafter until all royalties payable hereunder shall have 
been reported and paid, Licensee shall render to Western 
a statement, in a form acceptable to Western, certified 
by a responsible officer of Licensee, as to all apparatus 
subject to royalty on which royalties are payable hereunder 
by Licensee and which is sold, leased or put into use during 
such semi-annual period, and the net selling price of such 
apparatus or (where royalty is based on fair market value) 
the fair market value thereof, and showing the amount of 
royalty payable thereon. If no such apparatus subject to 
royalty has been so sold, leased or put into use, that fact 
shall be shown on such statement. Each such statement 
shall also identify transactions of the character described 
in paragraph (f) of Section 3 of this Article III, and shall 
verify that royalty has been reported on the basis specified 
in said paragraph. At the time of rendering any such 
statement Licensee shall, irrespective of terms granted or 
collections made on account of any apparatus subject to 
royalty, pay to Western the royalties shown by said state- 
ment to be payable hereunder. Notwithstanding the pro- 
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visions of paragraph (e) of Section 4 of Article IV hereof, 
Licensee shall furnish whatever additional information 
Western may reasonably prescribe from time to time to 
enable Western to ascertain which equipments sold, leased 
or put into use by Licensee are subject to the payment of 
royalty hereunder to Western. 


Section 6. Royalty payments provided for in this agree- 
ment shall, when overdue, bear interest at the rate of six 
per cent (6%) per annum until paid. 


Section 7. Payment to Western under this Article III 
shall be made at its offices designated in Section 5 of Ar- 
ticle IV hereof, such payments to Western to be made in 
United States dollars. 


ARTICLE IV 


MiscELLANEOUS PROVISIONS 


Section 1. It is recognized that either of the parties 
hereto or any of its associated companies may have con- 
tracted or may hereafter contract with the United States 
Government to do development work financed by such gov- 
ernment and to assign to such government its rights to 
grant, or may now or hereafter be restrained by such gov- 
ernment from granting, licenses to others than its asso- 
ciated companies under patents for inventions arising out 
of such work. The inability of either party hereto to grant 
the licenses herein granted by it under patents for such 
inventions shall not be considered to be a breach of this 
agreement. For the purposes of this Section 1, American, 
Western and their respective associated companies shall 
he deemed to be associated companies of one another, and 
Licensee and its associated companies shall be deemed to 
be associated companies of one another. 
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Section 2. The parties hereto and American shall each 
acquire rights to inventions made prior to the five year 
date which relate to the subject matter of licenses granted 
hereunder and are made, in the course of their employ- 
ment, by its or its associated companies’ employees who 
are employed to do research, development or other in- 
ventive work, such that each licensee hereunder shall, 
by virtue of this agreement, receive in respect to patents 
issued on such inventions licenses and rights hereunder 
of the scope and upon the terms herein provided to 
be granted to such licensee. Any inadvertent failure to 
acquire such rights shall not constitute a breach of this 


agreement. 


Section 3. Each party hereto shall, upon written re- 
quest from the other party sufficiently identifying any 
patent by country, number and date of issuance, inform 
the other party as to the extent to which any such patent 
is subject to the licenses, immunities and rights granted 
hereunder to such other party. If such licenses, im- 
munities or rights under any such patent are restricted 
in scope, copies of all pertinent provisions of any contract 
creating such restrictions shall, upon request, be furnished 
to the party making sueh request. 


Section 4. Nothing contained in this agreement shall 
he construed as 


(a) an admission by any grantee of the validity of any 
patent except within the seope and period of the 
license thereunder; or 


(b) a warranty or representation by any grantor as to 
the validity or scope of any patent; or 


(ec) a warranty or representation that any manufacture, 
use, lease or sale hereunder will he free froin in- 
fringement of patents other than those under which 
and to the extent to which licenses are in force here- 
under; or 
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(d) an agreement to bring or prosecute actions or suits 
against third parties for infringement; or 


(e) an obligation to furnish any manufacturing or tech- 
nical information; or 


(f) conferring any right to use, in advertising, pub- 
licity or otherwise, any trade-mark, trade name or 
name, or any contraction, abbreviation or simulation 
thereof; or 


(g) conferring by implication, estoppel or otherwise 
upon any grantee hereunder any license or other 
right under any patent, except the licenses and 
rights expressly granted hereunder to such grantee; 
or 


(h) permitting the assignment of this agreement or of 
any licenses or rights hereunder, in whole or in part; 
or 


(i) a release for any infringement prior to the effective 
date hereof. 


Section 5. Any notice or statement hereunder shall 
be deemed to be sufficiently given or rendered when sent by 
registered mail, and if given or rendered to Licensee, ad- 
dressed to Licensee at its office as above specified or, if 
given or rendered to Western addressed to Western Elec- 
tric Company, Incorporated, at 195 Broadway, New York 
7, New York, or in either case at such changed address 
as either party shall have specified by written notice here- 
under. 


ARTICLE V 
TERMINATION, CANCELLATION AND SURRENDER 
Section 1. (a) If Licensee shall fail to perform one or 


more of its obligations under this agreement, Western 
may, upon election and in addition to any other remedies 
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that it may have, at any time terminate (subject to the 
provisions of Section 4 of this Article V) all the licenses 
and rights granted to Licensee hereunder, by not less 
than six (6) months’ written notice to Licensee specify- 
ing any such breach, unless within the period of such 
notice all breaches specified therein shall have been 
remedied. 


(b) If Western or American shall fail to perform one 
or more of its obligations under this agreement, Licensee 
may, upon election and in addition to any other remedies 
that it may have, at any time terminate (subject to the 
provisions of paragraph (a) of Section 3 of this Article 
V) all the licenses and rights granted to American and 
Western hereunder, by not less than six (G6) months’ writ- 
ten notice to Western specifying any such breach, unless 
within the period of such notice all breaches specified 
therein shall have been remedied. 


Section 2. Any termination of licenses and rights 
under the provisions of Section 1 of this Article V shall 
not affect the licenses and rights of the terminating party 
and its sublicensees (or of American and its sublicensees 
if Western is the terminating party). 


Section 3. (a) In the event of termination by Licen- 
see, under the provisions of Section 1 of this Article V, 
of licenses and rights granted hereunder to Western, Li- 
censee shall continue to comply with the provisions of 
Article III hereof and, in the event that it shall fail to 
comply with one or more of the provisions of said Article 
III, all licenses and rights of Licensee may, without waiver 
of Western’s right to accrued royalty or other payments 
or of any other rights hereunder, be terminated (subject 
to the provisions of Section 4 of this Article V) by West- 
ern by not less than six (6) months’ written notice to 
Licensee specifying such default, unless within the period 
of such notice all defaults specified therein shall have been 
remedied. 
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(b) Termination by Western, under the provisions of 
Section 1 or paragraph (a) of this Section 3, of licenses 
and rights granted to Licensee, shall terminate the obliga- 
tions of Licensee under the provisions of Article III hereof 
relating to such terminated licenses and rights, except such 
obligations as to apparatus subject to royalty made, sold, 
leased or put into use hereunder prior to the date of such 
termination. 


Section 4. Western shall not have, under the provi- 
sions of paragraphs (a) of Sections 1 and 3 of this Article 
V, the right to terminate 


(i) 


(ii) 


licenses and rights herein granted under West- 
ern’s patents issued in the United States prior to 
January 24, 1956 (other than patents of Teletype- 
setter Corporation), unless for a breach of one 
or more of Licensee’s obligations hereunder 
whereby Western or American fails to receive 
licenses or rights which it is entitled hereunder 
to receive under patents issued in the United 
States, or 


licenses and rights herein granted under West- 
ern’s patents issued in the United States after 
January 23, 1956, or under the patents of Tele- 
typesetter Corporation issued in the United States 
at any time, unless Licensee fails to perform one 
or more of its obligations hereunder and such 
failure results in Western’s or American’s fail- 
ure to receive rights or licenses which it is en- 
titled hereunder to receive under patents issued 
in the United States or unless Licensee fails to 
perform one or more of its obligations under 
Article III hereof relating to licenses and rights 
granted under Western’s patents issued in the 
United States. 
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Section 5. (a) Every sublicense granted hereunder by 
a party hereto or American shall terminate with the ter- 
mination or cancellation of its corresponding license. 


(b) When a sublicensee’s relationship to a party hereto 
or American, changes so that such a sublicensee is no 
longer a subsidiary of Licensee, or an associated company 
of American or Western, as the case may be, any licenses 
and rights granted hereunder to such a sublicensee shall 
terminaie, but licenses and rights acquired under the pat- 
ents and patent rights of such sublicensee for inventions 
made prior to the date when such relationship changed 
shall not be affected by such termination. 


Secrion 6. Licenses, immunities and rights hereunder 
with respect to equipments made, leased, sold or put into 
use hereunder prior to any termination under the provi- 
sions of this Article V shall survive such termination. 


Section 7. By written notice to Western, Licensee may 
cancel the licenses for any specified equipment granted 
hereunder to it under Western’s patents. Such cancella- 
tion shall be effective as of the date of giving of said 
notice but shall not relieve Licensee of its obligation here- 
under to pay accrued royalties with respect to such speci- 
fied equipment. By written notice to Licensee, Western or 
American may cancel the licenses for any specified equip- 
ment granted hereunder to it under Licensee’s patents, 
such cancellation to be effective as of the date of giving 
of said notice. 


Secrion 8. By written notice to Western, specifying 
any of Western’s patents by number and date of issu- 
ance, Licensee may surrender and terminate all rights 
and licenses acquired hereunder by it under such speci- 
fied patent or patents with respect to all equipments, 
and maintenance parts therefor, except equipments and 
maintenance parts manufactured, sold, leased or put into 
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use hereunder prior to the date of giving of said notice. 
Said surrender and termination shall be effective as of the 
date of giving of said notice and shall relieve Licensee as 
of said date of all obligations to pay royalty, other than 
accrued royalty, on any equipments or parts on which 
royalty would otherwise be payable hereunder solely be- 
cause of such patent or patents. 


ARTICLE VI 


ConsTRUCTION 


The construction and performance of this agreement 
shall be governed by the law of the State of New York. 


ARTICLE VII 


General Derrnrrions 


Section 1. A ‘“‘subsidiary’’ is a company the majority 
of whose stock entitled to vote for election of directors 
is now or hereafter controlled by the parent company 
either directly or indirectly, but any such company shall 
be deemed to be a subsidiary only so long as such control 
exists. 


Section 2. (a) ‘‘Associated companies of Western’’ 
are subsidiaries of Western. 


(b) ‘‘Associated companies of American’’ are compa- 
nies in the United States which are now parties to patent 
license and service contracts with American relating to 
the furnishing by them of public communication service 
by telephone in the United States or between the United 
States and other countries, the respective subsidiaries of 
each such company and subsidiaries of American other 
than Western and its subsidiaries. ‘‘Public communication 
service’’ means communication service furnished to the 
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public (including service limited to a particular customer 
or class of customers) for compensation. 


(c) ‘‘Associated companies of Licensee’ are sub- 
sidiaries of Licensee, companies presently having Licensee 
as a subsidiary and other subsidiaries of such companies. 


In Wrrness WHEREOF, the parties hereto have executed 


these presents and have affixed their seals this day 
of ‘ 
Western Exzcrric Company, [NcoRPORATED 
Fe ee Ce ea Lee eee ee 
Patent License Manager 
Attest: 
Secretary 
TMA ABAOBIA BILE 8 CABLE COMPABY 
De Sisees on455 20 been ene 
President 
Attest: = 
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APPENDIX 


For the purposes of the Agreement to which this Ap- 
pendix is attached the following terms are defined as fol- 
lows: 


Section 1. ‘‘Land line’’ means any single solid or 
stranded wire, with or without insulating coating or 
wrapping, such wire being composed wholly of a metal or 
metals or metal alloy, and in which, if stranded wire, the 
individual strands of the wire are not insulated from one 
another; or, two such wires, insulated from each other, 
and, if furnished therewith, any sheath or other material 
involved in forming such wires into cable form; or a cable 
comprising three or more such wires or pairs of such 
wires separately insulated and twisted together, together 
with any sheath or other material involved in forming 
such wires into cable form. The term also means ancillary 
apparatus, such as joints or splices incidental to and di- 
rectly associated with the land line. The term does not 
mean nor does it include coaxial cahle, coaxial unit, wave 
guide or submarine cable. 


Section 2. ‘*Coaxial ecable’’ means a cable consisting 
of one or more coaxial units and any insulation and any 
sheath or sheaths for such unit or units together with any 
land line enclosed by such sheath or sheaths, and, if pro- 
vided as a part thereof, such cable includes any instru- 
mentality for maintaining its moisture content within a 
preassigned range. The term also means ancillary ap- 
paratus, such as joints or splices incidental to and di- 
rectly associated with the coaxial cable. ‘‘Coaxia] unit”’ 
means a structure consisting of only two elongated con- 
ductive bodies, one concentrically arranged within the 
other with the space therebetween occupied by a dielectric, 
each of such conductive bodies being composed wholly of 
metal. The term ‘‘coaxial cable’’ does not mean nor does 
it include submarine cable. 
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Section 3. ‘‘Wave guide’’ means an electromagnetic 
wave conductor comprising (i) a rod or other elongated 
body of dielectric material, with or without elongated 
filaments or other members of metallic material therein; 
or (ii) a tube or duct partially or entirely filled with air 
or other gas at any pressure or with a dielectric, with or 
without dielectric-separated layers, filaments or other mem- 
bers of metallic material therein, and with or without a 
centrally disposed body of dielectric or metallic material 
therein; or (iii) an elongated body composed of alternate 
layers of metallic and insulating materials, with or with- 
out an outer member therefor and with or without a 
centrally disposed body of dielectric or metallic material 
therein; if provided as a part thereof, such conductor in- 
cludes any sheath, coating or covering therefor. 


Section 4. ‘‘Submarine cable’’ means a cable consist- 
ing of one or more wires or other elongated metallic elec- 
trical wave conductors and any insulation, sheaths or 
other material involved in forming such wire or con- 
ductors into cable form; such cable being of a design 
primarily adapted for deep sea use. The term also 
means ancillary apparatus, such as joints or splices in- 
cidental to and directly associated with the submarine 
cable. The term also means such a cable which is further 
of a design adapted for use on shore or in shallow water. 
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A 4 
AGREEMENT effective ‘ugust 1, 1957 between 
WestTeRN ELeEctric Company, INCORPORATED, a New York 
corporation here} atter re erred to, as , aay estern’’) and 
THe ” 4 28 Tt aA oberg te ¥ , 


a Conneeticut corporation (herein- 


after referred to as ‘‘Licensee’’), having an office at 
1k] ¢artin Ltreet, shton, Rhode Island 


Wuereas, Western and Licensee have heretofore entered 
into a patent license agreement effective as of 


August 1, 1957 pursuant to which 
Western granted to Licensee nonexclusive patent licenses 
ee Lend Lines 


defined in such patent license agreement and hereinafter 
referred to as ‘*equipments’’; and 


WHEREAS, Licensee desires that Western furnish cer- 
tain technical information relating to such equipments, 


Now, THEREFORE, Western and Licensee agree as fol- 
lows: 


ARTICLE I 


TECHNICAL INPORMATION TO BE SUPPLIED 


Within ninety (90) 
days after tlie execution of this agreement by Licensee, 
Western will furnish to Licensee technical information 
relating to ‘{peth anf Stalneth Cable sheat?.ing 
cuipment 
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and more fully identified in the Schedule attached heretu 
and forming a part hereof. With the delivery of said 
teclinical information Western will furnish in duplicate to 
Licensee a list completely identifying said technical 
information. Within thirty (30) days after receiving said 
list, Licensee will return one copy of said list to 
Western, on which it will have written an acknowledgment 
of receipt, after which said list shall become a part of 
the Schedule attached hereto identifying the technical in- 
formation furnished hereunder. Western and Licensee 
shall promptly notify each other of any inaccuracies in the 
identification of the technical information which they may 
find to exist in the said list. 


ARTICLE II 


GrANTs OF Ricgurs Vo Use Tecunicat [NForMATION 


Western grants to Licensee for itself and its subsid- 
iaries a personal, nontransferable and nonexclusive right 
to use in the Umited States such technical information, 
solely for manufacture in the United States in factories 
of Licensee and its subsidiaries pursuant to the licenses 
to make equipments granted in the above-mentioned 
patent license agreement. The aforesaid personal, non- 
transferable and nonexclusive right includes the right to 
counnuunieate procurement information (as distinguished 
from manufacturing information) contained in such tech- 








og em 
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nical information to suppliers solely for the procurement 
by Licensee or its subsidiaries of materials, manufacturing 
facilities, parts and components described in such informa- 
tion for use pursuant to the aforesaid licenses to make 
equipments. The term ‘‘equipments,’’ as used in this 
agreement, means the equipments listed on the first page 
hereof and not anything else which may be the subject of 
licenses under the above-mentioned patent license agree- 
ment. 


ARTICLE IIT 


Frrs 


Section 1. Licensee agrees to pay to Western, within 
ninety (90) days after Western renders an invoice there- 
for, Western's charges for the cost of gathering and 
reproducing such technical information, which charges 


shall not exceed the sum of yoy Thousazad 
dollars (CO, 00000 ). 


Section 2. Licensee agrees to pay to Western fees 
at the rates specified in Section 3 of this Article III on 
each item subject to fee as hereinafter defined, which is 
sold, leased or put into use prior to the second anniver- 
sary of the expiration of the base period hereinafter de- 
fined, such fees to be applied, except as provided in 
Section 7 of this Article III, to the net selling price of 
such item if sold for a consideration payable in money 
and in all other cases to the fair market value thereof. 


Seotion 3. (a) The term ‘‘item subject to fee’’ means 
each of the items listed below, as defined in the Appendix 
attached hereto and made a part hereof, which is manu- 
factured with the use of technical information furnished 
hereunder (including items manufactured with manufactur- 
ing facilities made with the use of technical information 
furnished hereunder), other than demonstration models 
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and items produced in the course of, or intended for use 
in connection with, research, development or experimental 
undertakings of Licensee or any of its subsidiaries, during 
the base period defined in subsection (b) of this Scetion 3. 


Items Rates 


Class (1) Cable having «nm ‘lpeth o 3: 
Cadle sheath 


Class (2) s:bdle heving «© italret? o 3% 
Sle ~ nes th 
 keSs (3%) wand Lines other than 3 
these in  .lesses (1) 
sri] (3) 











3240 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


(b) With respeet to items suljeet to fee, the ttiase 
period’* for all items ineluded im each elass of item 
designated in subsection (a) oof this Section 5 shall be 
the five (5) vear period commencing on the first day of 
the monta in whieh oecurs the first manufacture by b- 
eensee Or any ot its subsidiaries of HTN such items: pre 
vided, however, that if in one or more periods of twelve 
(12) conseentive calendar months there shall be no pro- 
duetion ot any items subject to fee meluded in such Class, 
such twelve (12) sionth period or periods shall not be taken 
Into account in deterinining the expiration of said five 
(5) year period. 


(¢) An item shall not be an item subject to fee solely 


because it contains another item subject to fee defined 


herein or solelv because it contains an item which would 
he subject to fee hereunder except for the expiration of 


the base period. 


Section 4. Only one fee shall be payable by Licensee 
hereunder in respect of any item subject to fee. Such fee 
shall aecrue upon manufacture of such item hereunder and 
shall be payable in accordance with the provisions of See 
tion 9 of this Article III upon the first sale, lease or putting 
into use thereof. 


Section 5. The term ‘‘net selling price,’’ as applied to 
items subject to fee, means the gross selling price thereol 
in the form in which it is sold, but the following shall be 
deductible from such gross selling price to the extent that 
they are included therein: 


(a) usual trade discounts actually allowed (other than 
eash discounts, advertisiny allowances, or fees or 
commissions to any emplovees of Licensee or of 
any of its subsidiaries) ; 

(b) packing charges; 


(ec) excise taxes; 
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(d) the cost of insurance and transportation from the 
place of inanufacture to the customer’s premises 
or point of installation; 


(e) the cost of installation at the place of use; 


(f) the cost of special engineering services not inci- 
dent to the design or manufacture of items sub- 
ject to fee; and 


(¢) the cost of the following: 


antennas; external primary generators; stor- 
age batteries and their controls, distriluting 
frames; and commercial types of inspection 
and imaintenance equipment (such as_ tools, 
gauges and meters) not an integral part of 
items subject to fee; 


unless any of the foregoing devices listed in this 
subdivision are manufactured with the use of any 
technical information furnished hereunder. 


. 


Section 6. The term ‘‘fair market value,’’ as applied 
to items subject to fee, means the net selling price which 
Licensee would realize from an unaffiliated buyer in an 
arm’s length sale of identical items in the same quantity 
and at the same time and place as the transaction subject 
to fee, provided, however, that it shall not be lower than 
complete cost plus the usual profit factor. Complete cost 
shall consist of all properly allocable direct costs and in- 
direct expenses necessary or incidental to the design, man- 
ufacture or distribution of such items as determined in 
accordance with recognized accounting practices. 


Section 7. If sales of items subject to fee shall be 
made by Licensee to 


(a) any company of which Licensee is a subsidiary at 
that time, or 
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(b) a subsidiary of Licensee or any other subsidiary 
of a company of which Licensee is at that time a 
subsidiary, 


fee pavable hereunder shall be computed on the fair mar- 
ket value of such items subject to fee. 


Section 8. Licensee shall keep full, clear and accurate 
records with respect to items subject to fee. Western 
shall have the right through its aeeredited representatives 
to examine and audit at all reasonable times all such 
records and such other records and accounts as may under 
recognized accounting practices contain information bear- 
ing upon the amount of fee pavable to it under this agree- 
ment. Prompt adjustment shall be made by the proper 
party to compensate for any errors or oiissions disclosed 
hy such examination or audit. Neither sueh right to ex- 
ainine and audit nor the right to receive such adjustment 
shall he affected by any stateient to the contrary, appear- 
ing either on checks or otherwise, unless such statement 
appears in a letter, signed by the party having such right 
and delivered to the other party, expressly waiving such 
right. , 


Section 9. Within sixty (60) davs after the end of each 
semi-annual period ending on June 30th or December 31st, 
cominencing with the semi-annual period during which this 
agreement first becomes effective and continuing there- 
after until all fees payable hereunder shall have been re- 
ported and paid, Licensee shall render to Western a state- 
ment, in a form acceptable to Western, certified by a re- 
sponsible officer of Licensee, as to all items subject to fee 
which are sold, leased or put into use during such semi 
annual period and the net selling price of such items or 
(where fee is based on fair market value) the fair market 
value thereof, and showing the amount of fee payable 
thereon. If no such item subject to fee has been so sold, 
leased or put into use, that fact shall be shown on such 
statement. Each such statement shall also identify trans- 
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actions of the character described in Section 7 of this 
Article [1]. At the time of rendering any such state- 
ment Licensee shall, irrespective of terms granted or col- 
lections made on account of any item subject to fee, pay 
to Western the fees shown by said statement to be pay- 
able hereunder. Licensee shall furnish whatever additional 
information Western may reasonably preseribe from time 
to time to enable Western to ascertain which items sold, 
leased or put into use hy Licensee are subject to the 
payinent of fee hereunder to Western. 


Secrion 10. Fee payments provided for in this agree- 
ment shall, when overdue, bear interest at the rate of 
six per cent (65) per annum until paid. 


Secrion Il. Pavinent to Western under this Article 
lif shall be made im United States dollars at its ofhees 
at 195 Broadway, New York 7, New York. 


ARTICLE TV 


MISCELLANEOUS [PROVISIONS 


Section 1. No rights are granted herein with respect 
to the inventions of anv patents. 


Section 2. Western believes that the teehnieal informa- 
tion to he furnished hereunder will be true and aecurate, 
hut Western shal! not be held to any lability for errors 
or Omissions therein. 


Section 3. Nothing contained in this agreement sliall 
he construed as 


(a) an obligation upon Western to furnish any tech- 
nical information other than that specifically 
identified in the Schedule attached hereto or to 
revise, supplement or claborate upon the teeliniecal 
information furnished hereunder; or 
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(b) 


conferring any right to use in advertising, public- 
ity or otherwise any trade-mark, trade name or 
nae, or any contraction, abbreviation or sinula- 
tion thereof, or, without limitation of the general 
ity of the foregoing, any right to represent, di 
rectly or indirectly, that any product produced 
in Whole or in part with the use of technica! 
information furnished hereunder is a Western 
lulectrie or a Bell System product. 


Section 4. Western makes no representation or war 
ranty that the use of technical information furnished here 
under will not infringe any patent rights of any third 
party and it is understood and agreed that it shall be the 
sole responsibility of Licensee to make such determina 
tion as is necessary with respect to the acquisition of |i 
censes under patents of such third parties. Western shall 
not be held to any lability with respect to any claim made 
by any third party on account of the use of such technical 
information. 


SecTION 5. Licensee agrees: 


(a) that neither it nor its subsidiaries will use such 


(b) 


(c) 


(d) 


technical information except as hereinbefore pro- 
vided ; 

that it and its subsidiaries will keep the technical 
information confidential; 


that neither it nor its subsidiaries will, without 
Western’s express written permission, inake or 
have made, or permit to be made, more copies of 
the technical information than are necessary for 
its or their use hereunder; 


that neither it nor its subsidiaries will make any 
procurement information contained in such teeli- 
nical information available to supphers or pros- 
peetive suppliers except on the agreement in writ- 
ing (of which a copy will be furnished hy Licensee 
to Western if requested) of such supplier or pros- 
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pective supplier that it will keep such procurement 
information confidential and will not use it except 
for the purpose of supplying to Licensee or its 
subsidiaries materials, manufacturing facilities, 
parts or components described therein; and 


(e) that upon the termination or cancellation of all 
Licensee’s patent licenses to manufacture equip- 
ments pursuant to the aforementioned patent li- 
cense agreement, or upon termination of all rights 
granted to Licensee hereunder pursuant to Article 
V hereof, Licensee will upon request return all 
documents furnished hereunder, and all copies 
thereof then under Licensee’s or its subsidiaries’ 
control. 


SecTION 6. Any notice, request or statement hereunder 
shall be deemed to be sufficiently given when sent by 
registered mail and, if given to Licensee, addressed to 
Licensee at its office as above specified, or, if given to 
Western, addressed to Western Electric Company, In- 
corporated, at 195 Broadway, New York 7, New York, or, 
in either case, at such changed address as either party 
shall have specified by written notice. 


ARTICLE V 


TERMINATION 


If Licensee shall fail to perform one or more of its 
obligations under this agreement, Western may, upon elee- 
tion and in addition to any other remedies that it may 
have, at any tine terminate all the rights granted by it 
hereunder by not less than two (2) months’ written notiee 
to Licensee specifying any such breach, unless within the 
period of such notice all breaches specified therein shal! 
have heen remedied. 
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ARTICLE VI 
CONSTRUCTION 


The construction and performance of this agreement 
shall he governed by the law of the State of New York. 


ARTICLE VII 


DEFINITION 


A ‘“‘subsidiary’’ is a company the majority of whose 
stock entitled to vote for election of directors is now or 
hereafter controlled by the parent company either directly 
or indirectly, but any such company shall be deemed to be 
a subsidiary only so long as such control exists. 


In Witness WHeEREoF, the parties hereto have executed 
these presents and have affixed their seals this day 


of 


WeEsTERN Excrectric CoMPpany, INCORPORATED 


OP’. oh <Webisdnd sina wid Bar iaias tied Beis 
Patent License Manager 
Attest: 
Secretary 


b bbe. Fab sbiceh 2. coh bbs Be age tded > ke osx 


+ ¢ 8 O08 Bie ©1660 6 2 Bis BS OM OA oO 8 oO ate 4 oA OD 


Attest: 


Te 6-60-6606 £08 OF 0S OH PO eee 8 6H 8 


Secretary 
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APPENDIX 


**Aipeth Cable Sheath’’ means a protective covering for 
a cable core, which covering comprises a strip of thin 
aluminum folded around the eable eore and having its 
edges substantially parallel to the axis of the cable core, 
and an extruded thermoplastic or thermosetting outer 
covering. The sheath may or may not include an insulating 
tape applied between the cable core and the aluminum 
strip. 


‘*Stalpeth Cable Sheath’’ means a protective covering 
for a cable core, which covering comprises a strip of thin 
aluminum folded around the cable core and having its 
edges substantially. parallel to the axis of the cable core, 
a thin strip of metal other than aluminum folded around 
the aluminum strip and having its edges metallicaliy 
bonded and substantially parallel to the axis of the cable 
core and an extruded thermoplastic or thermosetting 
outer.covering. The sheath may or may not include an 
insulating tape applied between the cable core and the 
aluminum strip. 


‘*‘Cable Core’’ means either a stranded conductor or a 
combination or combinations of conductors insulated from 
one another. 


‘‘Cable’’? means a cable core having a sheath applied 
thereover. 


‘*Land line’* means any single solid or stranded wire, 
with or without insulating coating or wrapping, such wire 
being composed wholly of a metal or metals or metal alloy, 
and in which, if stranded wire, the individual strands of the 
wire are not insulated from one another; or, two such 
wires, insulated from each other, and, if furnished there- 
with, anv sheath or other material involved in forming 
such wires into cable form; or a cable comprising three or 
more such wires or pairs of such wires separately insulated 


26086 O—58—pt. 2, vol. 2 55 
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and twisted together, together with any sheath or other 
material involved in forming such wires into cable form. 
The term also means ancillary apparatus, such as joints 
or splices incidental to and directly associated with the 
land line. The term does not mean nor does it include 
coaxial cable, coaxial unit, wave guide or submarine cable. 


‘*Coaxial cable’’ means a cable consisting of one or 
more coaxial units and any insulation and any sheath or 
sheaths for such unit or units together with any land line 
enclosed by such sheath or sheaths, and, if provided as a 
part thereof, such cable includes any instrumentality for 
maintaining its moisture content within a preassigned 
range. The term also means ancillary apparatus, such as 
joints or splices incidental to and directly associated with 
the coaxial cable. ‘*Coaxial unit”® means a structure con 
sisting of only two elongated conductive bodies, one con- 
centrically arranged within the other with the space there- 
between occupied by a dielectric, each of such conductive 
bodies being composed wholly of inetal. The term ‘‘coaxial 
eable’’ does not mean nor does it include submarine cable. 


‘‘Wave guide’’ means an electromagnetic wave con 
ductor comprising (1) a rod or other clongated body of 
dielectric material, with or without elongated filsament- 
or other members of metalhe material therein: or (ii) a 
tube or duct partially or entirely filled with air or other 
gas at any pressure or with a dielectric, with or without 
dielectric-separated layers, filaments or other members of 
metallic material therein, and with or without a centrally 
disposed body of dielectric or metallic material therein: 
or (iii) an elongated body composed of alternate lavers of 
metallic and insulating materials, with or without an onter 
member therefor and with or without a centrally disposed 
body of dielectric or metallic material therein: if provided 
as a part thereof, such conductor ineludes any sheath, 
coating or covering therefor. 
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‘*Submarine cable’’ means a cable consisting of one or 
more wires or other elongated metallic electrical wave con- 
ductors and any insulation, sheaths or other material in- 
volved in forming such wire or conductors into cable form; 
such cable being of a design primarily adapted for deep 
sea use. The term also means ancillary apparatus, such 
as joints or splices incidental to and directly associated 
with the submarine cable. The term also means such a 


cable which is further of a design adapted for use on shore 
or in shallow water. 
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SCHEDULE 


Western's drawings and associated technical information 
referred to thereon for the equipment listed below. 


Equipment 
Covering Machine for 
Plastic Jacketed Cable 
Covering Machine for 
Plastic Jacketed Cable 
Covering Machine for 
Plastie Jacketed Cable 
Covering Machine for 
Plastic Jacketed Cable 
Covering Machine for 
Plastie Jacketed Cable 
Covering Machine for 
Steel Jacketed Cabie 
Covering Machine for 
Steel Jacketed Cable 
Covering Machine for 
Steel Jacketed Cable 


Drawing No. Issue No. 


C-260775-5 
C-260775-6 
C-200779-7 
C-260775-8 
C-260775-9 
C-260726-7 
C-2607 26-10 


C-260790-5 


12 


1] 


4) 


16 


Date 
2/20/57 


11/24/56 
‘) / ) 7 
2/12/51 
9 SIN /47 
2/20/31 


5/17/57 


/ 
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XI. INTERROGATORIES 


ee question: What part of the $150,000 charged Anaconda 
and General Cable is attributable to gathering and repro- 
ducing fees? 


Answer: No specific portion of the $150, 000 was allocated 
to gathering and reproducing. By way of explanation, Western 
committed itself prior to the decree to furnish the technical 
information in question to these two companies at the $150,000 
price. At that time there was no practice of breaking down 
the price between a charge for gathering and reproducing and 
a charge for the use of the information. A single price was 
agreed upon on the basis of the reasonable value of the in- 
formation. The agreements were not executed until after the 
decree. The information involved, however, was not of a type 
which was required to be furnished under the decree, so that 
the decree provisions had no applicability. 


-. pees What part of the $150,000 is attributable to 
development costs? 


Answer: For the reasons stated in the previous answer, 
no specific portion of the $150,000 was allocated to develop- 
ment costs. 


Question: Are not Anaconda and General Cable using the 
technical information provided in these agreements solely in 
production for Western? 


Answer: No. Anaconda has never produced cable for Western. 
General Cable has produced cable for Western, but not solely 
for Western. 


4. Question: After entering the technical information con- 
tracts with Anaconda and General Cable, is it not true that 
Western for a period of more than a year did not make this 
technical information available to others? 


Answer: True, but for the following reasons. 
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o 
ce. 


Anaconda and General Cable were furnished such 
drawings and specifications as were then available and which 
Western itself was using -- on an "as is” basis. The result 
was an unexpectedly large number of demands for consultations 
with Western's engineers which involved a considerable drain 
on Western's engineering personnel. That experience demon- 
strated that other applicants for the "as is"™ information 
would also require a great amount of engineering assistance 
which Western was not in a position to furnish. Accordingly, 
Western was reluctant to become further involved in furnish- 
ing the "as is" information. 


In the early part of 1957, however, faced with an 
increasing demand for alpeth-stalpeth sheathing information, 
Western decided to coordinate fully the available drawings 
and specifications and to bring them all up to date. Further, 
to minimize or eliminate if possible the need for individual 
consultations, it was decided to hold a three-day symposium 
for the recipients of our alpeth-stalpeth cable sheathing 
drawings and specifications at which time Western's engineers 
would discuss the machinery and techniques involved and 
would answer questions. When the entire volume of the drawings 
and specifications were thus coordinated and brought up to 
date, Western then made them available to interested companies. 
Tne number of drawings and specifications involved ran into 
many thousands. The weight of the paper alone for one complete 
set was about 300 pounds. 


5. Question: As of August 1, 1957, Western, however, had 
signe echnical information contracts (all of the same date) 


for alpeth and stalpeth cable sheaths with the following 
eight companies: 


1. Ansonia Wire and Cable 5. Rex Corporation 

2. Ericsson (Sweden) 6. International Telephone 
3. Plastic Wire and Cable and Telegraph 

4. Superior Cable Corp. {. Sequoia Process Corp. 


Oo. The Whitney Blake Co. 


hb 
(2 


that not true? 


Answer: About that time, Western did enter into tec 
cal information agreements with the above named companies for 
alpeth and stalpeth cable sheathing, alli effective as of 
August 1, 1957. Shortly thereafter, Western executed si 
agreements, effective also as of August 1, 1957, with fi 
other companies, viz., Kennecott Wire & Cable Co.; Phe] 
Dodge Copper Products Corp.; Canada Wire and Cable Co., 
Phillips Electrical Co., Ltd.; and Siemens & Halske Aktier 
gesellschaft. 
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6. Question: In each of these technical agreements the 
applicants agreed to pay gathering and reproducing charges 
of not to exceed $10,000, is that not true? 


Answer: True. 


L- 
Question: And each of the fight companies agreed to pay 
a .3 per cent rate on the net selling price of the cables in 
which the technical information was used, is that not right? 


Answer: Right, for a base period of five years of manu- 
facture after which no further fee would be charged. 


8. Question: It is true, is it not, that the only difference, 
other than the method of payment, between these eight agree- 
ments and the agreements with Anaconda and General Cable is 

in the number of man days of consultation which these applicants 
will have with Western engineers? 


Answer: No. As previously indicated, at the time Anaconda 
and General Cable entered into the agreements for the techni- 
cal information in question the only drawings and specifica- 
tions which were then available were somewhat uncoordinated 
and not fully up to date, and these were furnished on an "as 
is" basis; whereas, for the reasons stated, we were able to, 
and did, furnish the later licensees fully coordinated up-to- 
date materials. 


On the other hand, we have never regarded the dif- 
ference referred to in the question as being of any great 
consequence. It is believed that consultation assistance com- 
parable to that given Anaconda and General Cable was given 
each of the later licensees at the three-day sumposium held in 
October of 1957. It should be added that both Anaconda and 
General Cable were invited to attend the symposium, and that 
Anaconda did attend. All of our alpeth-stalpeth licensees 
were advised prior to that symposium that Western contemplated 
holding another symposium, a year or so after the first, to re- 
view problems which might arise in the interval. 


9. Question: What were the gathering and reproducing charges 
entailed in furnishing technical information to the eight 
companies that signed agreements as of August 1, 1957? 


Answer: As previously indicatéd, 13 companies signed 
agreements effective August 1, 1957. In addition, three 
other agreements have been negotiated with Japanese companies 
which are expected to be validated by the Japanese government 
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but have not yet been validated. Agreements were also 
negotiated with a few other Japanese companies which are 

not expected to be validated. The gathering and reproducing 
charges, divided equally among the 16 companies (the 13 
named in Question No. 5 and in the answer thereto, and the 

3 Japanese companies whose agreements are expected to be 
validated), come to $9,695.00 for each company. 


10. Question: What were the total gathering and reproducing 
costs to Western for all 10 companies? 


Answer: The "10 companies” referred to, it is assumed, 
are the eight companies listed in Question No. 5 plus 
Anaconda and General Cable. The total cost allocable to 
the “eight companies” would be eight times $9,695, or 
$77,560 -- for fully coordinated and up-to-date information. 
As previously indicated, no specific portion of the price 
to Anaconda and General Cable for the "as is” information 
furnished was allocated to gathering and reproducing costs. 
Our records show, however, that the "as is" information was 
furnished three companies -- Anaconda, General Cable, and 
Sumitomo Electric Industries in Japan -- and that our total 
costs for gathering and reproducing that information were 
approximately $18,000. 


11. Question: How much does AT&T anticipate will be re- 

covered as development costs from the .3 per cent royalty 
charges paid by the eight companies licensed on August l, 
1957? 


Answer: It is impossible to give a reliable estimate. 


12. Question: Will you explain to the committee why the 
differences in treatment between these two classes for the 
same technical information do not constitute discrimination 
as that term is used in the consent decree? 


Answer: The reference in the question to discrimination 
under the consent decree overlooks the fact that the decree 
had no application, for the data involved was machinery and 
process information of a type which need not be furnished 
under Section XIV of the decree. Thus, had there been a 
problem of discrimination (which there was not), it would 
not have arisen under the decree. 


The question incorrectly assumes that there were 
material differences in treatment with respect to the same 
technical information. For the reasons previously stated, 
the technical information involved was not the same; and 
such differences in treatment as there were stemmed from the 
circumstances described and did not impose a disadvantage 
upon either class. 





CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3255 


liny 9, 1958 


Anaconda Wire & Cable Company 
25 Broadway 
New York 4, N. Y. 


Gentlemen: 


In connection with its investigation of the consent decree program 
of the Department of Justice, the House Antitrust Subcommittee has 
studicd the consent decree entered in United States v. American 

Telephone and Telegraph Cor and Western ELectric Col J 
uery 24, 5 ’ las examined 
into ts Hig license and technical information agreenents negotiated 
by Vestern Electric Company pursuant to the terms of the decree. 






The subcozmaittee would appreciate receiving from you certain infore 
mation relative to the license agreement between Western Electric 
Company end Anaconda Wire and Cable Company for Alpeth and Stalpeth 
Cable Sheaths, dated April 26, 1956, and the technical information 
asreenent between Western Electric Company and Anaconda Wire and 
Cable Company for Alpeth and Stalpeth Cable Sheaths, dated April 26, 
1950. 


The information the subcommittee is interested in consists of the 
following: 


1. The quantity of all cable mamufactured by Anaconda 
Wire and Cable Company using patents contained in 
the above license agreement and/or technical infor- 
mation contained in the above technical information 
agreement, in each of the years 1956 and 1957. 


©. The dollar value of all cable set forth in (1) above 
in each of the years 1956 and 1957. 


3. Royalties paid by Anaconda Wire and Cable Company to 
Western Electric pursuant to the above license agree- 
ment in each of the years 1956 and 1957. 


4. Quantity and dollar value of the cable set forth in 
(1) ebove that was sold to any company, in each of 
the years 1956 and 1957, other than Western Electric 
or a company in the Bell Telephone Systen. 











» 
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Se Quantity and dollar value of the cable set forth in 
(1) above that was sold to Western Electric Company 
or a company in the Bell Telephone System, in each 
of the years 1956 and 1957. 


6. In 1956 and 1957 did Anaconde mamfacture cable that 
used Alpeth or Stalpeth Cable Sheaths for any corpany 
other than Western Electric or e company of the Bell 
Telephone Systen/ 


It would be appreciated if you would supply the above information 
to the House Antitrust Subcormittece as expeditiously as possible. 


Sincerely yours, 


Emamiel Celler 
Chairman 
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ANACONDA WiRE & CABLE COMPANY 


Hastings-on-Hudson 6, New York 


If 
pA 


ASSISTANT VICE PRESIDENT- 
MANUFACTURING 


June 6, 1958 


The Honorable Emanuel Celler 
House of Representatives, U.S. 
Committee on the Judiciary 
Washington, D. C. 


Sir: 


This is in reference to your letter 
of May 9 addressed to our New York City office. 


The manufacture of the Alpeth and Stalpeth 
Sheaths is performed at our Hastings-on-Hudson, 
New York plant. No Alpeth or Stalpeth cable was 
manufactured or sold in the years 1956-1957 since 
operations on this product were not begun until 
early 1958. 


e trust this answers the six questions 


ined in your letter, of [ 


l . 


sut 


heer, 


Uo Va 


aie 5 L. Grey 
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June 9, 1958 


Mr. William L. Grey 

Assistant Vice President, Manufacturing 
Anaconda Wire & Cable Company 
Hastings-on-Hudson 6, New York 


Dear Mr. Grey: 


This will acknowledge your letter dated June 6, 1958 in 
Which you advised that manufacture and sale of cable with 
Alpetl: and Stalpeth Sheaths, pursuant to the agreements 
dated April 26, 1956 between Western Clectric Coiipany and 
Anaconda Wire and Cable Company, was not begun until 
early 1958. 


In view of the limited amount of production under these 
agreements, the Committee would be interested in the 
answers to the following questions in lieu of answers to 
the questions contained in my May 9, 1958 letter: 


1. When did Anaconda Wire and Cable Company 
commence manufacture of cable using patents 
contained in the license agreement and/or 
technical information contained in the tech- 
agra: information agreement dated April 26, 
1956? 


26 What is the quantity of cable, referred to 
in Item 1 above, that has been manufactured 
to date? 


3. Has any of the cable referred to in Item l 
above been sold by Anaconda Wire and Cable 
Company? 


4. Has any of the cable referred to in Item l 
above been sold to Western Electric Company 
or any company in the Bell Telephone System? 
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6. 


7 


8. 


e2e 


How much? 


What is the amount of royalties owed by 
Anaconda Wire and Cable Company to Western 
Electric Company pursuant to the license 

eement for Alpeth and Stalpeth Cable 
Sheaths dated April 26, 19567 


Has Anaconda manufactured cable with Alpeth 
and Stalpeth cable sheaths for any company 
other than Western Electric or a company of 
the Bell Telephone Systen? 


At the time the April 26, 1956 agreements 
were me te and entered into, was it 
contemplated by Sn pessias that Anaconda 
would nemefentare cable using Alpeth and 
Stalpeth cable sheaths solely in production 
for sale to Western Electric Company or a 
company of the Bell Telephone System? 


It would be gy if you would supply the above in- 
t 


formation to 


e House Antitrust Subcommittee as expeditiously 


as possible. 


Sincerely yours, 


Emanuel Celler 
Chairman 
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ANACONDA WIRE & CABLE COMPANY 


Hastings-on-Hudson 6, New York 





ASSISTANT VICE PRESIDENT- 
MANUFACTURING 


June 17, 1958 


The Honorable Emanuel Celler 
House of Representatives, U.S. 
Committee on the Judiciary 
Washington, D. C. 


Sir: 


This is in answer to the eight 
questions which you presented in your letter 
of June 9: 


l. We began the manufacture of cable 
using the patents contained in the 
Western Electric Company's license 
agreement dated April 26, 1956 in 
January of this year. 


2. From the date of commencing manufacturing 
until May 3l, we have produced 599,526 ft. 
of cable under this license. 


3. We have sold 323,374 ft. of the cable 
referred to in Item l, 


4. None of the cable was sold to the Bell 


Telephone affiliate or to the Western 
Electric Company. 
5. None 


6 None 


7. Yes. The quantity referred to in Item 3. 


Sincerely, 


i im f 3 Mf 


CW lliam L. rey 
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XII. DOCUMENTS 


‘TRANSISTORS . 


January 15, 1958 


LICENSING POLICIES AND PRACTICES OF WESTERN 
ELECTRIC COMPANY RESPECTING TRANSISTORS, BEFORE 
AND AFTER THE FINAL JUDGMENT 


I. 


Prior to the Final Judgment 


Prior to the Final Judgment, Western Electric had 
executed 59 agreements, on standard forms, granting licenses 
under Bell System patents for transistors. Under these 
agreements, each party granted licenses to the other to make, 
ise and sell transistors (and certain other semi-conductive 


levices) under all patents of all countries of the world 
ssued at any time t Eions made prior to the date of 


4 

- 8 

the agreement or at any time during the term of the agree- 
ment. The term of the agreement was a minimum period of 


five years, terminable on one year's notice given by either 
party at any time after four years from the date of the 
agreement. 


Each license agreement provided that the licensee 
would pay to Western a royalty expressed in terms of a per- 
-entage of the net selling price of any transistor which in- 


uu 
volved the use of a Western Electric patent actually issued 


¢ 

and in force, This royalty was originally fixed at 5%, but 
on July 1, 1953 was reduced by Western to a further 
n to 1% on sales to the Depart Defense of the 

es Government. This reduction “ipl fea to agree- 

nts ‘already in force as well as to agreements executed 
thereafter. Each licensee paid to Western a non-returnab] 
advance payment of $25,000, credited against royalties su 
sequently accruing. 





The licenses granted to Western, in each agreement 
with a United States licensee, provided for payment of royalty 
1 respect of all sales in the United States, to others than 
3e11 Telephone Companies, of transistors employing any of the 

ice ee's United States patents. The agreements originally 
provided that the royalty payable by Western on such sales 
was to be fixed by agreement or arbitration, with a maximum 
of 5%, but after July 1, 1953 it was fixed at a flat 2% (1% 
on sales to the Department of Defense). _Sales by Western 
to Bell Telephone Companie 68 3 were royalty-free. The provisions 
or ee ee, fOreizn licensees were like those with 


: 
\V 

T + WK Y ~ <r 7 r srahlia 

nited States l nsees, ‘except that no royalty was payable 

by Western. Prior to the Final Judgment, there were 32 











3262 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


Standard form license agreements with United States licensees 
and 27 with foreign licensees, all granting licenses on a 
world-wide basis, 


All these agreements provided that either party 
could at any time surrender its license under any or all 
specified patents of the other party and thereby be relieved 
of any obligation to pay royalty because of such patent or 
patents in respect of transistors manufactured thereafter. 


Copies of the standard transistor license agree- 
ments, in use prior to the Final Judgment, are attached 
hereto, the form for United States licensees under tab 1 
and the form for foreign licensees under tab 2. 


These agreements did-neot obligate Western -to give 
any technical information. However, in April, 1952, and again 
on January 9 and-t0, 1956, the Bell Telephone Laboratories 
held symposia to which all transistor licensees were invited 
without additional payment. At these symposia the Bell Tele- 
phone Laboratories and Western disclosed all the definitive 
knowledge which they had at-the- time on transistors and other 
“SBemi-conductor devices, The licensees were given complete 
manufacturing details of two semi-conductive devices being 
manufactured by Western, Copies of "Transistor Technology" 

(a Bell Telephone Laboratories-Western Electric treatise on 
semi-conductor theory and manufacturing practice), engineering 
samples of semi-conductor materials, and information on pro- 
curement and design of research, development and manufacturing 
facilities. 


ihe 
Subsequent to the Final Judgment 


Western grants licenses for transistors and other 
semi-conductors under all existing United States and foreign 
patents and under United States and foreign patents issuing 
on inventions made within five years after the date of the 
agreement. Licenses under Western's United States patents 
issued prior to the Final Judgment are royalty-free. The 
royalty on transistors and other semi-conductor devices using 
Western Electric patents issued after the Final Judgment is at 
the rate of 2-1/2a€* of net selling price, but Western's prac- } 
tice is to reduce the royalty rate in consideration of the / 


¥ JT% on Sales to the Department of Defense 
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value of any licenses granted to Western. Furthermore, 
royalty payable for the use of Western's patents issued in 
the United States after the Final Judgment is reduced by 
60% for operations through December 31, 1958 and by 30% 
thereafter through December 31, 1960. No $25,000 or 
other advance payment of royalties is requiréd. 


Assuming that the licensee grants to Western a 
license which is royalty-free**, under present patents and 
five years of futures, Western's practice is to reduce the 
2-1/2% royalty payable by the licensee _to 2%, and to grant 
such further reduction as might be warranted by the patent 
position and potential of the licensee, Attached, under 
tab 3, is a copy of the standard form of transistor license 
agreement prepared for use subsequent to the Final Judgment, 
when licenses are exchanged on the basis described. The 
standard form no longer makes a distinction, in the terms 
regarding royalty payable by Western, between United States 
licensees and foreign licensees, 


If a licensee desires a license only under United 
States patents issued before the Final Judgment, and Western 
is not interested in obtaining a grantback, Western employs 
a form of agreement granting the licenses desired royalty-free, 
A copy of the form is attached under tab 4, 

-___— 

Western grants royalty-free immunity, under foreign 
patents, for transistors and other semi-conductors made under 
the United States licenses, 


In summary, the principal differences in Western's 
licensing practices respecting transistors since the Final 
Judgment are: 


1. No royalties are charged by Western on the 
use of United States patents issued prior 
to the Judgment. 


2. No $25,000 or other advance payment is required, 


3. Royalties payable for the use of Western Electric 
patents issued in the United States after the 
Final Judgment are subject to the 60€-30% dis- 
count schedule described above, 


- Western grants royalty-free immunity under 
foreign patents, 


¥¥ Except for royalty payable at the rate of 2% (1% on sales to 
the Department of Defense) on the sale in the United States 
to others than Bell System Companies, of transistors and 
other semi-conductors using licensee's United States patents. 


26086 O—58—pt. 2, vol. 2 56 
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5. For a license under Western Electric patents 
issued in the United States after the Final 
Judgment, a licensee can take a license at 
2-1/2% royalty and require Western to pay full 
royalties on any licenses which it may require 
under patents of the licensee, or the licensee 
can negotiate for a license at a reduced rate 
in exchange for any royalty concessions made 
to Western. 


6. Any licensee can cancel any license which it 
has received, at any time, 


In addition to changing its licensing practices for 
transistors after the Final Judgment, Western tendered to 
each licensee, licensed prior to the Final Judgment, a letter 
agreement making royalty-free licenses granted by Western 
under its patents issued in the United States prior to the 
Judgment. Western also applied the 60%-30% discount, described 
above, to the licenses granted in such outstanding agreements 
under United States patents issued after the Final Judgment. 


Western is prepared to furnish technical information \ 
to any United States transistor licensee. This will consist \ 
of assembly drawings, piece-part drawings, material specifica- \ 
tions and mechanical and electrical requirements relating to \ 
transistors and other semi-conductor devices manufactured by 
Western for sale to the Bell Companies, With respect to two 

types of semi-conductor devices, this information will be fur- 
nished free of charge. If such information is desired respecting 
other types, the licensee will pay the costs of gathering and 
reproducing the information and a percentage fee in respect of 
semi-conductor devices manufactured with the use of the infor- 
mation during a five-year period. A copy of the form of 

technical information agreement used for this purpose is 


attached under tab Ds 


None of the arrangements described, in effect sub- 
sequent to the Final Judgment, whether for patent licenses or 
technical information, involve the $25,000 advance payment which 
was required prior to the Final Judgment. However, if any 
licensee, holding an agreement similar to that appearing under 
tab 3, desires the following information, Western is prepared 
to furnish it for a flat non-returnable $25,000 fee, without 
any additional percentage charge but credited against royalties 
accruing under the license agreement; 

1. Four sets of "Transistor Technology", the Bell 

Telephone Laboratories-Western Electric treatise 
on semi-conductor theory and manufacturing 
practices; 
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ec. Engineering samples of semi-conductor raw 
materials, piece-parts, and assemblies; 


3. Notes of lectures presented at the 1952 and 
1956 symposia; 


4, Complete process specifications for all 
phases of manufacture, including manufactur- 
ing layouts, for two.types of semi-conductors. 








TAB 1—Copy or THE STANDARD TRANSISTOR LICENSE AGREEMENT, IN 
Use Prior To tHE Fina JUDGMENT FoR Unrrep States LicENSEES 


TRANSISTOR LICENSE AGREEMENT 


La EA ESE INOLEDEO EAST TEL LEE NE: HEEL SN SER  ON ES OL EAE OLOAE DELETE AIOE 





D21952 
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LICENSE AGREEMENT 


On this 4thday of March , 1952, Wesrzan Exzoraic 
Company, LxoonporaTep, a New York corporation (here- 
inafter referred to as ‘*‘Western’’), and AUTOMATIC 
ELECTRIC COMPANY 

, a Delaware 

corporation (hereinafter referred to as **Licensee"’), hav- 
ing an office at 1033 West Van Buren Street, Chicago, Ill. 
have agreed as follows: 


ARTICLE I 


Grants or LICENSES AND SUBLICENSING RIGHTS 


Section 1. Western grants and agrees to grant to 
Licensee, under Western’s patents, and Licensee grants 
and agrees to grant to Western and American Telephone 
and Telegraph Company, a New York corporation (here 
inafter referred to as ‘*American’’), severally, under 
Licensee’s patents, licenses for transistors, phototransis- 


tors and diodes. 


SecTioN 2. A ‘*transistor,’’ as the term is used herein, 
is a transducer consisting solely of (i) a body of electronic 
semiconductor material, and (ii) at least three electrodes 
for said body; if provided as a part thereof said trans- 
ducer includes housing or supporting means therefor. 


Said transducer has such characteristics that when it is 
connected through its electrodes (a) to an input circuit for 
the application of input signals to said body, with or with 
out a source of biasing potential, (b) to an output circuit, 
and (c) to a source of electric power, said transducer will 
produce in said output circuit potentials or currents which 
are effectively related to said input signals and dependent 
upon power supphed by said source of power. 


A *‘phototransistor,’’ as the term is used herein, is a 


transducer consisting solely of (i) a body of electronic 
semiconductor material, and (11) a plurality of electrodes 
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for said body; if provided as a part thereof said transducer 
includes housing or supporting means therefor. 


Said transducer has such characteristics that when it is 
connected through its electrodes to an output circuit and 
to a source of electric power and input signals are applied 
to said transducer by the impingement of radiated energy 
upon said body, the transducer will produce in said out- 
put circuit potentials or currents which are effectively re- 
lated to said input signals and dependent upon power 
supplied by said source. 


A ‘‘diode,’’ as the term is used herein, is a device con- 
sisting solely of (i) a body of electronic semiconductor 
material and (ii) two electrodes for said hody, the resist- 
ance of said body being a function of the magnitude or 
polarity of a potential applied through said electrodes; if 
provided as a part thereof said device includes housing or 
supporting means therefor; but the term does not include 
a device in which the body of electronic semiconductor ma- 
terial consists of selenium, copper oxide or silicon carbide. 


Secrion 3. The licenses granted or agreed to be 
granted in Section 1 of this Article I are licenses 


(a) to make, have made, use, lease and sell transis- 
tors, phototransistors and diodes; and 


(b) to make and have made and to use and have used 
materials, machines, instrumentalities and tools, 
and to use and have used processes, in so far as 
such materials, machines, instrumentalities, tools 
and processes are involved in or incidental to the 
development or manufacture of transistors, photo- 
transistors and diodes. 


Secrion 4. Nothing contained in this agreement and 
no payment of royalty or other sum hereunder shall 
be construed as conferring, by implication, estoppel or 
otherwise, any license or right except the licenses and 


. 
| 
. 
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rights herein expressly granted. Without limiting the 
generality of the foregoing, no licenses are granted by 
either party for any combination of any element or ele- 
ments with a transistor, phototransistor or diode, or for 
any equipment which includes a transistor, phototransistor 
or diode. 


Sscrion 5. ‘‘Western’s patents’’ means all patents of 
all countries of the world (other than design patents), 
issued at any time for inventions made prior to the ter- 
mination of this agreement, with respect to which inven- 
tions American or Western, or any of their subsidiaries, 
now have or shall at any time prior to the termination of 
this agreement have the right to grant the licenses and 
rights which are herein granted or agreed to be granted 
by Western, to the extent to which any of the foregoing 
companies has, or may have, the right to grant licenses 
and rights under such patents. 


‘*Licensee’s patents’’ means all patents of all countries 
of the world (other than design patents), issned at any 
time for inventions made prior to the termination of this 
agreement, with respect to which inventions Licensee or 
any of ite subsidiaries now have or shall at any time prior 
to the termination of this agreement have the right to 
grant the licenses and rights which are herein granted or 
agreed to be granted by Licensee, to the extent to which 
any of the foregoing companies has, or may have, the 
right to grant licenses and rights under such patents. 


Secriox 6. The grants of or agreements to grant the 
licenses granted or agreed to be granted hereunder to the 
parties hereto and American include the right to grant 
sublicenses within the scope of such licenses to their 
respective associated companies. 


Section 7. All licenses and rights herein granted or 
agreed to be granted are non-exclusive. 
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Section 8. Except as provided in Sections 1, 3, 5 and 
6 of Article VII hereof, all licenses and the right to grant 
sublicenses herein granted or agreed to be granted shall 
continue for the entire terms that the respective patents, 
or any extensions, reissues or divisions thereof. are in 
force, or for that part of such terms as the grantor has 
the mght to grant such licenses and rights. 


ARTICLE II 


PaYMENTs aNpD Royacties PayaBie By LICENSEE 


Section 1. In part payment for the licenses and rights 
granted and agreed to be granted by Western to Licensee 
in this agreement, Licensee has paid to Western, upon the 
execution of this agreement, the sum of Twenty-five Thou- 
sand Dollars ($25,000), the receipt of which sum is hereby 
acknowledged by Western, and such suin shall be credited 
with respect to rovalties or other payments that become 
due hereunder until such sum has been completely ap- 
plied, but in no event shall any portion of such sum be 
refunded to Licensee. 


Secrios 2. Subject to the provisions of Section 1 of 
this Article II, Licensee shall also pay to Western royalty 
at the rate of five per cent (55) un all apparatus subject 
to royalty, as defined in this Section 2, such royalties to 
be based and computed on the net selling price of such 
apperatus. 

The term ‘‘apparatus subject to royalty’’ means a 
transistor, phototransistor or diode which includes, or the 
manufacture or use of which employs, any invention of 
any of Western’s patents in force at the time and in the 
country of the manufacture, use, lease or sale of such 
apparatus, which apparatus is sold, leased or put into use 
by Licensee or any of its sublicensees hereunder while any 
of the licenses herein granted by Western shall remain in 
force, or is made hereunder during such period and is 
thereafter sold, leased or put into use by Licensee or any 
of its sublicensees hereunder. 
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ARTICLE Ll 


Royalties Payastz sy WESTERN 


Western shall pay to Licensee royalty on all apparatus 
subject to royalty, as defined in this Article III, such roy- 
alty to be based and computed on the net selling price of 
such apparatus and to be at a reasonable rate not in excess 
of five per cent (5°), to be determined by agreement of 
the parties, or, if the parties do not reach such agree- 
ment, by arbitration in the City of New York in accordance 
with the Rules of the American Arbitration Association. 


The term ‘‘apparatus subject to rovaltv’’ means a 
transistor, phototransistor or diode which includes, or the 
manufacture of which employs, any invention of any of 
Licensee's patents issued in the United States in foree at 
the time of the manufacture, lease or sale of such appa- 
ratus in the United States, which apparatus is sold or 
leased in the United States by American or Western or 
any of their sublicensees hereunder while any of the th 
censes herein granted by Licensee shall remain in force, 
or is made hereunder during such period and is thereafter 
~old or leased in the United States by American or 
Western or any of their sublicensees hereunder, exeept in 
either case any such apparatus sold or leased, direetly or 
indirectly, to Bell Telephone Companies. Any such ap- 
paratus so sold or leased, directly or indirectly, to Bell 
Telephone Companies shall be free of rovalty hereunder, 
and, except as provided in this Article HET, all lieenses and 
nights granted or agreed to be granted te American and 
Western under this agreement shall be free of rovalty. 


ARTICLE IV 


GENERAL Provisions Retatixne To Royac7zres 


Section 1. The term ‘'net selling price,’ as applied to 
apparatus subject to rovalty, means 
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(a) of sach apparatus is sold for a separate speafhed 
consideration payable in moner. the gross selling 
price of such apparatus in the form in which it is 
sold. less the usua! trade discounts actually allowed 
totuer than cash discounts, freizht and advertising 
allowances and fees or commissions to agents, rep- 
resentatives or others! in so far as they are in- 
cluded im such gross selling prmee. and 


\b) the fait market value thereof in all other cases. 


Sectios 2. The term ‘‘fair market value’* means the net 
selling price which a grantee hereunder would realize from 
an nnaffliated buver in an arm's length sale of identical 
apparatus in the same quantity. in the same country and at 
the same time as the transaction subject to rovalty: pro- 
vided. however, that it shill not be lower than complete cost 
plus the usual profit mark-up. Complete cost shall consist 
of all properly allocable direct costs and indirect expenses 
necessary or incidental to the desicn, manufacture and dis- 
tmbution of such apparatus. 


Section 3. Any transfer bv either party to this agree- 
ment or American or any of their respective sublicensees 
hereunder of title to or possession of apparatus subject 
ts rovalty, if such transfer is between affiliated interests. 
shall he deemed for rovalty purposes hereunder to he a sale 
et the fair market value or at the net selling price, which- 
ever is higher. 


StcTtion 4. Tf any device sold, leased or put into use by 
a grantee or one of its sublicensees hereunder is apparatus 
subject to rovalty hereunder because of one or more of the 
grantor’s patents, and such sale, lease or use is licensed 
under the same patents hy another agreement, such grantee 
1vay at its election treat such device as not licensed by this 
agreement and not subject to royalty hereunder. 


Section 5. Only one royalty shall he pavable hereunder 
in respect of any apparatus subject to rovalty and such 
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royalty shall be payable with respect to the first sale, lease 
or use thereof. 


Section 6. Licensee shall keep full, elear and accurate 
records with respect to apparatus subject to rovalty, as de- 
fined in Section 2 of Article II hereof, made hereunder by 
or for it, or used, leased or sold hereunder by it, and shall 
require its sublicensees hereunder to keep similar records 
of business done under their respective sublicenses and to 
render to it statements similar to those required under NSec- 
tion 7 of this Article IV. Western, for itself and Ameriean, 
shall keep full, clear and accurate records with respect to 
apparatus subject to royalty, as defined in Article ITT 
hereof, leased or sold hereunder by them and shall require 
their sublicensees hereunder to keep similar records of busi- 
ness done under their respective sublicenses and to render 
to Western statements similar to those required under Sec- 
tion 7 of this Article TV. Each party shall have the right 
through its accredited representatives to examine and audit 
at all reasonable times such records and such records and 
accounts as may under reeognized accounting practices 
contain information hearing upon the amount of rovalty 
pavable to such party under this agreement. Prompt ad- 
estrent shall be made by the proper jairty to compen- 
sate for any errors or omissions Cisclosed bv sueh audit. 
Neither such right to audit nor the right to receive adjust- 
ment shall be affected by any statement to the contrary ap- 
pearing either on checks or otherwise, unless the statement 
appears in a letter, signed by the party having such right 
and delivered to the other party, expressly waiving such 


right. 


Section 7. Within sixty (60) davs after the end of each 
semi-annual period ending on June S0th or December 31st, 
commencing with the semi-annual per.od during which this 
aereement first becomes effective and continuing there- 
after until all rovalties pavable hereunder shall have heen 
reported and paid, each parts shall render te the other a 
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statement in a form acceptable to such other, certified by a 
responsible officer of the party rendering the statement, 


(@) as to apparatus subject to royalty which is sold or 
leased by such party and its sublicensees hereunder 
(and by American and its sublicensees hereunder 
if Western is such party), directly or indirectly, 
and 


(b) as to apparatus subject to royalty which is put 
into use by Licensee and its sublicensees hereunder 
if Licensee is such party, 


during such semi-annual period (or if no apparatus subject 
to royalty has been so sold, leased, or put into use, that 
fact shall be shown), and the net selling price thereof, or, 
where royalty is based on fair market value, the fair market 
value thereof, and showing the amount of royalty payable 
thereon. Each statement shall identify transactions of 
the character described in Section 3 of this Article IV and 
shall verify that royalty has been reported on the fair 
market value or the net selling price, whichever is higher. 
Each statement shall describe each transaction as to 
which the party rendering such statement (or American 
if Western is such party) has made the election provided 
for in Section 4 of this Article IV and shall describe the 
other agreement under which such transaction is licensed. 
At the time of rendering any statement, each party shall, 
irrespective of terms granted and collections made on ac- 
count of apparatus subject to royalty, pay to the other 
party the royalties shown by such statement to be payable 
hereunder, subject, however, to the provisions of Section 1 
of Article II hereof. Each party shall furnish whatever 
additional information the other party may reasonably 
prescribe from time to time with respect to apparatus sub- 
ject to royalty. 


Section 8. Royalty payments provided in this agree- 
ment shall when overdue bear interest at six per cent 
(6%) per annum until paid. 











3276 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


Szcrion 9. Each party shail bear al] taxes on any rov- 
alties or other payments required to be made by it here- 
under, except any such tax imposed by the United States 
or any subdivision thereof upon the party receiving such 
royalty or other payment. 


Section 10. (a) Payments to a party under this agree- 
ment shall be made in United States dollars at its office 
designated in Article VI hereof. 


(b) When royalty is to be computed on sales for a con- 
sideration payable in money, the computation of royalties 
shall be made in the currency received or receivable for 
such sales, and when royalty is to be computed on fair 
market value, the computation shall be made in the cur- 
rency of the country in which the lease, sale or putting 
into use, in respect of which royalty is to be paid here. 
under, occurred, except that if fair market value is based 
on complete cost plus the usual profit mark-up, the coin- 
putation shall be made in the currency of the country of 
manufacture. 


(c) Conversion from one currency to another in connec- 
tion with any payment or computation under this agreement 
shal] be made on the basis of the rate for each currency 
(other than United States dollars) expressed in United 
States dollars. Such rate shall be determined as follows: 
It, during the last month of anv semi-annual period in 
respect of which such payment or computation is to be 
made, the head offices in New York City of The National 
City Bank of New York, The Chase National Bank of the 
City of New York, and The Guaranty Trust Company of 
New York, or any of them, have quoted a rate in United 
States dollars at which the foreign currency may be bought 
for transfer to a creditor in the foreign currency country 
in respect of the export of goods from such country to the 
United States, an average shall be taken of the rates most 
recently quoted for that purpose during such period by 
each of such banks (and if during such period any such 
bank quoted two or more separate rates in respect of ex- 
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port of different categories of goods, the most recent rate 
for each category quoted by each bank during such period 
shall be given equal weight in determining such average) : 
if noe such rate has been quoted by any of the above-named 
banks during such period, the rate shall be the rate ap- 
plieable to pavinent for export of goods established by 
the appropriate authority of the country involved and in 
force as of the close of business on the last dav éf such 
period, or, if there be two or more such rates then in 
force, the average thereof, 


ARTICLE V 


\EISCELLANEOUS Provisions 


Seetion 1. Neither party nor American shall be under 
obligation hereunder to furnish anv manufacturing or 
techmical information. 


Section 2. Nothing contained in this agreement. shall 


be construed a 


(a) u Warranty or representation by the grantor as 
to the validity or scope of any patent; or 


(hb) a Warranty or representation that anything made, 
used, leased or sold hereunder will be free from 
infringement of patents of third parties; or 


(c) an agreement to bring or prosecute actions or 
~UWits against third parties for infringement. 


Section 3. No mghts are granted or agreed to be 
granted bv this agreement with respect to the use, in ad- 
vertising, publicity, or otherwise, of any corporate name 
or anv contraction, abbreviation or simulation thereof, or 
with respect to the use of any trade name or trade-mark. 


Section 4. The parties hereto and American shall ac- 
quire rights to inventions, made during the term of this 
agreement, which relate to the subject matter of licenses 
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granted hereunder, made during the course of their em- 
ployment by their employees, or employees of their re- 
spective subsidiaries, who are employed to do develop- 
ment or inventive work, such that each licensee hereunder 
shall, by virtue of this agreement, receive ins respect of 
patents issued on such inventions licenses hereunder of the 
scope and upon the terms herein provided to be granted 
to such licensee. Any inadvertent failure to acquire such 
rights shall not constitute a breach of this agreement. 


Section 5. Neither of the parties hereto, nor Aimeri- 
ean, nor any of their associated companies, shall be re- 
quired tu fle any patent application, or to secure any 
patent or to maintain any patent in force. 


StcTIoN © Licensee, for itself and for its sublicensees 
hereunder, and Western, for itself and American and their 
respective sublicensees hereunder, each admits the valid- 
itv of each patent under which it is licensed hereunder 
only within the scope of the license hereunder and only so 
long as such license shall remain in force. 


StevTion 7. [It as recognized that the parties hereto, 
American, or their respective associated companies may 
have contracted or mav hereafter contract with a national 
government to do development werk financed by such 
yovernment and to assign to such government its or their 
rights to grant licenses, under patents for inventions aris- 
ing out of such work, to others than its associated com- 
panies. The inability of either of the parties hereto or 
American to grant the licenses herein granted or agreed 
to be granted by it under patents for such inventions shall 
not be considered to be a breach of this agreement. 


ARTICLE VI 
Ne tiers AND STATEMENTS 


Any notice or statement i reunder shall be deemed to 
have been sufficiently given if sent by registered mail and, 
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if given to Licensee, addressed to Licensee at its office as 
above specified, or, if given to Western, addressed to 
Western Electric Company, Incorporated, at 195 Broad- 
way, New York 7, New York, or in either case at such 
changed address as either party shall have so specified 
in writing to the other. 


ARTICLE VII 


SURRENDER AND TERMINATION 


Section 1. Western, for itself and American, and Li- 
censee each may, by written notice to the other specifving 
by country, number and date of issuance any of the pat- 
ents under which it is licensed hereunder, surrender and 
terminate all licenses and rights acquired hereunder by it 
and its sublicensees under such patent or patents with 
respect to all transistors, phototransistors and diodes, ex- 
cept those manufactured hereunder prior to the date of 
service of said notice, or sold, leased or put into use here- 
under prior to said date. Said surrender and termination 
shall be effective as of the date of service of said notice 
and shall relieve the party serving such notice, as of said 
date, of all obligations to pay royalty on any transistors, 
phototransistors or diodes (other than those either manu- 
factured hereunder, or sold, leased or put into use here- 
under, prier to said date) which would be subject to roy- 
altv under this agreement solely because of such patent 
or patents. 


Section 2. Unless sooner terminated as hereinafter 
provided, this agreement shall continue in force until ter- 
minated by not less than one (1) year’s written notice 
from either party to the other, which notice may be given 
at anv time after the expiration of four (4) vears from 
the date hereo!. Such termination shall not affect licenses 
or rights which, by the terms of Seetion 8 of Article I 
hereof, extend bevond the term of this agreement. 


26086 O—58—pt. 2, vol. 2 57 
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Section 3. If Licensee shall fail to perform any of its 
obligations under this agreement, Western may, upon 
election, and in addition to any other remedies that it may 
have, at any time terminate this agreement and all the 
licenses and rights granted by Western herein, by not less 
than six (6) months’ written notice to Licensee specifying 
any such breach, unless within the period of such notice 
all breaches specified therein shall have been remedied. 


If Western or American shall fail to perform any of 
their obligations under this agreement, Licensee may, upon 
election, and in addition to any other remedies that it 
may have, at any time terminate this agreement and all 
the licenses and rights granted by Licensee herein, by not 
less than six (6) months’ written notice to Western spe- 
cifving any such breach, unless within the period of such 


notice all breaches specified therein shall have been 
remedied. 


Section 4. Notwithstanding termination of this agree- 
ment and of the licenses and rights granted by the termi- 
nating party to the other party (under the provisions of 
Section 3 of this Article VII), the licenses and rights of 
the terminating party and its sublicensees (or of Ameri- 
ean and its sublicensees if Western is the terminating 
party) shall continue unaffected under patents for inven- 
tions made prior to the termination of this agreement. 


Section 5. Notwithstanding termination of this agree- 
ment and of the licenses and rights granted by the termi- 
nating party to the other party and to American if West- 
ern is such other party (under the provisions of Section 3 
of this Article VII), the terminating party shall continue 
to comply with the provisions of Articles II or III, as the 
case may be, and Articles IV and NX hereof, and, in the 
event that the terminating party shall fail to comply with 
any of such provisions, all rights of the terminating party 
and its sublicensees hereunder may be terminated by the 

party by not less than thirty (30) davs’ written notice 
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specifying such default, without waiver of the other 


party's right to accrued royalties or other payments or 
anv other rights hereunder. 


Srction 6. (a) ALD sublicenses granted by either party 
or American to an associated company shall terminate 
When such company is no longer an associated company 
of such party or American, but licenses acquired under the 
patents and patent nghts of such associated company for 
inventions made prior to the date when auch relationship 
changed shall not be affected by such termination. 


(b) Termination of licenses granted hereunder to either 
party shall also terminate all sublicenses granted here- 
under to the associated companies of such party (and of 
American if Western is such party). 


Section 7. Termination of this agreement or of licenses 
and rights herein granted shall not terminate licenses or 
rights with respect to transistors, phototransistors and 
diodes leased, sold or put into use hereunder prior to such 
termination. 


Section 8. Termination of this agreement shall not ter- 
inate the obligations of the parties hereto under Articles 
II, IIL. [V and X hereof. 

ARTICLE VIII 


CONSTRUCTION 


The construction and performance of this agreement shall 
be governed by the laws of the State of New York. 
ARTICLE IX 
ASSIGN ABILITY 
Neither this agreement nor any of the licenses or rights 


thereunder are assignable in whole or in part by either 
party without the written consent of the other party. 





ee 
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ARTICLE X 


LEGENDS 


Hach party and American and their respective sub- 
licensees hereunder shall apply to each carton or other 
container of a transistor or phototransistor, which is ap- 
paratus subject to royalty sold or leased hereunder for 
use in the United States, or shall attach to such device, the 
following notice: 


The purchaser or lessee of this device shall not 
be granted by implication, estoppel or otherwise any 
license under the patent rights of (here Licensee and 
its sublicensees hereunder shall) imsert—Amerwan 
Telephone and Telegraph Company and its subsvdt- 
aries—and Western and American and their sub- 
licensees hereunder shall insert Lacensee’s name and 
add—and its subsidiartes—) for any combination of 
another element or clements with such device. 


ARTICLE XI 


GENERAL DEFINITIONS 


Srerion |. A **subsidiary’’ is a company the majority 
of whose stock entitled to vote for the election of directors 
ix now or hereafter controlled by the parent corporation 
either directly or indirectly, but any such company shall be 
deemed to be a subsidiary only so long as such control 


eXists, 


Section 2. (a) ‘* Associated companies of Licensee’’ are 
subsidiaries of Licensee. 


(hb) ** Associated companies of Western’’ are Bell Tele- 
phone Companies and subsidiaries of such companies and of 
Western. 
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ic) ** Associated companies of American’’ are Bell Tele- 
phone Companies and subsidiaries of such companies and 
of American. 


(d) **Bell Telephone Companies’’ are American, com- 
panies which now or hereafter operate under patent license 
and service co:tracts with American to furnish public com- 
munication service by telephone, and subsidiaries of such 
companies and of American which are engaged in furnish- 
ing public communication service by telephone. *‘ Public 
communication service’’ means communication service fur- 
nished to the public for compensation. 


In Wrrness Wueneor, the parties hereto have executed 


these presents and have affixed their seals as of the day 
and year first above written. 


WeEsTeRn ELecrric Company, [INCORPORATED 


By .....He.He TIMBERS.............. 


Patent License Manager 
Attest: 


Secretary 


AUTOMATIC ELECTRIC COMPANY 


By ee eee Ce. So. CARDWELL. SiGe tae eee 


President 


Attest: 


. Aw EB. CARLSON... 


secretary 
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LICENSE AGREEMENT 


On this 18thday of April , 1952, Western Evectric 
Company, INcornPoRATED, a New York corporation (lere- 
inafter referred to as ‘‘ Western’’), and 


FELTEN & GUILLEAUME CARLSWERK AKTIENGESELLSCHAFT 


a corporation of Germany 
(hereinafter referred 
to as ‘‘Licensee’’), having an office at KX61n-Mfllheim 
Schansenstrabe 24 have agreed as follows: 


ARTICLE I 


GRANTS OF LICENSES AND SUBLICENSING RIGHTS 


Section 1. Western grants and agrees to grant to 
Licensee, under Western’s patents, and Licensee grants 
and agrees to grant to Western and American Telephone 
and Telegraph Company, a New York corporation (here 
inafter referred to as ‘‘American’’), severally, under 
Licensee’s patents, licenses for transistors, phototransis- 
tors and diodes. 


Section 2. A “‘transistor,’’ as the term is used herein, 
is a transducer consisting solely of (i) a hody of elee 
tronic semiconductor material, and (ii) at least three 
electrodes for said body; if provided as a part thereof 
said transducer includes housing or supporting means 
therefor. 


Said transducer has such characteristics that when it 
is connected through its electrodes (a) to an input circuit 
for the application of input signals to said body, with or 
without a source of biasing potential, (b) to an output 
circuit, and (c) to a source of electric power, said trans- 
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ducer will produce in said output circuit potentials or 
currents which are effectively related to said input signals 
and dependent upon power supplied by said source of 
power. 


A ‘‘phototransistor,’’ as the term is used herein, is a 
transducer consisting solely of (i) a body of electronic 
semiconductor material, and (ii) a plurality of electrodes 
for said body; if provided as a part thereof said trans- 
ducer includes housing or supporting means therefor. 


Said transducer has such characteristics that when it is 
connected through its electrodes to an output circuit and 
to a source of electric power and input signals are applied 
to said transducer by the impingement of radiated energy 
upon said body, the transducer will produce in said output 
circuit potentials or currents which are effectively related 
to said input signals and dependent upon power supplied 
by said source. 


A ‘‘diode,’’ as the term is used herein, is a device con- 
sisting solely of (i) a body of electronic semiconductor 
material and (ii) two electrodes for said body, the resist- 
ance of said body being a function of the magnitude or 
polarity of a potential applied through said electrodes; if 
provided as a part thereof said device includes housing or 
supporting means therefor; but the term does not include 
a device in which the hody of electronic semiconductor ma- 
terial consists of selenium, copper oxide or silicon carbide. 


Secrion 3. The licenses granted or agreed to he 
granted in Section 1 of this Article I are licenses 


(a) to make, have made, use, lease and sell transis- 
tors, phototransistors and diodes; and 


(b) to make and have made and to use and have used 
materials, machines, instrumentalities and tools, 
and to use and have used processes, in so far as 
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such materials, machines, instrumentalities, tools 
and processes are involved in or incidental to the 
development or manufacture of transistors, photo- 
transistors and diodes. 


Section 4. Nothing contained in this agreement and 
no payment of royalty or other sum hereunder shall 
be construed as conferring, by implication, estoppel or 
otherwise, any license or right except the licenses and 
rights herein expressly granted. Without limiting the 
generality of the foregoing, no licenses are granted by 
either party for any combination of any element or ele- 
ments with a transistor, phototransistor or diode, or for 
any equipment which includes a transistor, phototransistor 
or diode. 


Szcrion 5. ‘‘Western’s patents’’ means all patents of 
all countries of the world (other than design patents), 
issued at any time for inventions made prior to the ter- 
mination of this agreement, with respect to which inven- 
tions American or Western, or any of their subsidiaries, 
now have or shall at any time prior to the termination of 
this agreement have the right to grant the licenses and 
rights which are herein granted or agreed to be granted 
by Western, to the extent to which any of the foregoing 
companies has, or may have, the right to grant licenses 
and rights under such patents. 


‘**Licensee’s patents’’ means all patents of all countries 
of the world (other than design patents), issued at any 
time for inventions made prior to the termination of this 
agreement, with respect to which inventions Licensee or 
any of its subsidiaries now have or shall at any time prior 
to the termination of this agreement have the right to 
grant the licenses and rights which are herein granted or 
agreed to be granted by Licensee, to the extent to which 
any of the foregoing companies has, or may have, the 
right to grant licenses and rights under such patents. 
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Section 6. The grants of or agreements to grant the 
licenses granted or agreed to be granted hereunder to the 
parties hereto and American include the right to grant 
sublicenses within the scope of such licenses to their 
respective associated companies. 


Section 7. All licenses and rights herein granted or 
agreed to be granted are non-exclusive. 


Section 8. Except as provided in Sections 1, 3, 5 and 6 
of Article VI hereof, all licenses and the right to grant sub- 
licenses herein granted or agreed to be granted shall con- 
tinue for the entire terms that the respective patents, or 
any extensions, reissues or divisions thereof, are in force, 
or for that part of such terms as the grantor has the right 
to grant such licenses and rights. 


ARTICLE II 


PayMENTs AND Roya.tres Payas.ie sy LICENSEE 


Section 1. In part payment for the licenses and rights 
granted and agreed to be granted by Western to Licensee 
in this agreement, Licensee has paid to Western, upon the 
execution of this agreement, the sum of Twenty-five Thou- 
sand Dollars ($25,000), the receipt of which sum is hereby 
acknowledged by Western, and such sun shall be credited 
with respect to royalties or other payments that become 
due hereunder until such sum has been completely applied, 
but in no event shall any portion of such sum be refunded 
to Licensee. 


Section 2. Subject to the provisions of Section 1 of this 
Article II, Licensee shall also pay to Western royalty at 
the rate of five per cent (5%) on all apparatus subject to 
royalty, as defined in this Section 2, such royalties to be 
based and computed on the net selling price of such 
apparatus. 
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The term ‘‘apparatus subject to royalty’? means a 
transistor, phototransistor or diode which includes, or the 
manufacture or use of which employs, any invention of 
any of Western’s patents in force at the time and in the 
country of the manufacture, use, lease or sale of such ap- 
paratus, which apparatus is sold, leased or put into use 
by Licensee or any of its sublicensees hereunder while any 
of the licenses herein granted by Western shall remain in 
force, or is made hereunder during such period and is 
thereafter sold, leased or put into use by Licensee or any 
of its sublicensees hereunder. 


ARTICLE ITI 


GENERAL Provisions RELATING TO RovaLTIEs 


Section 1. The term ‘‘net selling price,’’ as applied to 
apparatus subject to royalty, means 


(a) if such apparatus is sold for a separate specified 
consideration payable in money, the gross selling 
price of such apparatus in the form in which it is 
sold, less the usual trade discounts actually al- 
lowed (other than cash discounts, freight and ad- 
vertising allowances and fees or commissions to 
agents, representatives or others) in so far as 
they are included in such gross selling price, and 


(b) the fair market value thereof in all other cases. 


Section 2. The term ‘‘fair market value’’ means the net 
selling price which Licensee would realize from an un- 
affliated buyer in an arm’s length sale of identical ap- 
paratus in the same quantity, in the same country and at 
the same time as the transaction subject to rovalty; pro- 
vided, however, that it shall not be lower than complete 
cost plus the usual profit mark-up. Complete cost shall 
consist of all properly allocable direct costs and indirect 
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expenses necessary or incidental to the design, manufac- 
ture and distribution of such apparatus. 


Section 3. Any transfer by Licensee or any of its sub- 
licensees hereunder of title to or possession of apparatus 
subject to royalty, if such transfer is between affiliated in- 
terests, shall be deemed for royalty purposes hereunder to 
be a sale at the fair market value or at the net selling price, 
whichever is higher. 


Szorion 4. Only one royalty shall be payable hereunder 
in respect of any apparatus subject to royalty and such 
royalty shall be payable with respect to the first sale, lease 
or use thereof. 


Section 5. Licensee shall keep full, clear and accurate 
records with respect to apparatus subject to royalty, as de- 
fined in Section 2 of Article II hereof, made hereunder by 
or for it, or used, leased or sold hereunder by it, and shall 
require its sublicensees hereunder to keep similar records 
of business done under their respective sublicenses and to 
render to it statements similar to those required under Sec- 
tion 6 of this Article IIT. Western shall have the right 
through its accredited representatives to examine and audit 
at all reasonable times such records and such records and 
accounts as may under recognized accounting practices 
contain information bearing upon the amount of royalty 
payable to Western under this agreement. Prompt ad- 
justment shall be made by the proper party to compen- 
sate for any errors or omissions disclosed by such audit. 
Neither such right to audit nor the right to receive adjust- 
ment shall be affected by any statement to the contrary ap- 
pearing either on checks or otherwise, unless the statement 
appears in a letter, signed by the party having such right 
and delivered to the other party, expressly waiving such 
right. 


Section 6. Within sixty (60) days after the end of each 
semi-annual period ending on June 30th or December 31st, 
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commencing with the semi-annual period during which this 
agreement first becomes effective and continuing there- 
after until all royalties payable hereunder shall have been 
reported and paid, Licensee shall render to Western a 
statement in a form acceptable to Western, certified by a 
responsible officer of Licensee, as to apparatus subject to 
royalty which is sold, leased, or put into use by Licensee and 
its sublicensees hereunder, directly or indirectly, during 
such semi-annual period (or if no apparatus subject to roy- 
alty has been so sold, leased, or put into use, that fact shall 
be shown), and the net selling price thereof, or, where 
royalty is based on fair market value, the fair market value 
thereof, and showing the amount of royalty pavable 
thereon. Each statement shall identify transactions of the 
character described in Section 3 of this Article III and shall 
verify that royalty has been reported on the fair market 
value or the net selling price, whichever is higher. At the 
time of rendering any statement, Licensee shall, irrespec- 
tive of terms granted and collections made on account of ap- 
paratus subject to royalty, pay to Western the royalties 
shown by such statement to be payable hereunder, subject, 
however, to the provisions of Section 1 of Article II hereof. 
Licensee shall furnish whatever additional information 
Western may reasonably prescribe from time to time with 
respect to apparatus subject to royalty. 


Section 7. Royalty payments provided in this agree- 
ment shall when overdue bear interest at six per cent 
(6%) per annum until paid. 


Secrion 8. All licenses and rights granted or agreed 
to be granted to Western and American under this agree- 
ment shall be royalty free. 


Section 9. Licensee shall bear all taxes on any royal- 
ties or other payments required to be made hy it hereunder, 
except any such tax imposed upon Western by the United 
States or any subdivision thereof. 
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Section 10. (a) Payments to Western under this agree- 
ment shall be made in United States dollars at its office 
designated in Article V hereof. 


(b) When royalty is to be computed on sales for a con- 
sideration payable in money, the computation of royalties 
shall be made in the currency received or receivable for 
such sales, and when royalty is to be computed on fair 
market value, the computation shall be made in the cur- 
rency of the country in which the lease, sale or putting 
into use, in respect of which royalty is to be paid here- 
under, oceurred, except that if fair market value is based 
on complete cost plus the usual profit mark-up, the com- 


putation shall be made in the currency of the country of 
manufacture. 


(c) Conversion from one currency to another in connec- 
tion with any payment or computation under this agreement 
shall be made on the basis of the rate for each currency 
(other than United States dollars) expressed in United 
States dollars. Such rate shall be determined as follows: 
If, during the last month of any semi-annual period in 
respect of which such payment or computation is to be 
made, the head offices in New York City of The National 
City Bank of New York, The Chase National Bank of the 
City of New York, and The Guaranty Trust Company of 
New York, or any of them, have quoted a rate in United 
States dollars at which the foreign curreney may be bought 
for transfer to a creditor in the foreign curreney country 
in respect of the export of goods from such country to the 
United States, an average shall be taken of the rates most 
recently quoted for that purpose during such period by 
each of such banks (and if during such period any such 
hank quoted two or more separate rates in respect of ex- 
port of different categories of goods, the most recent rate 
for each category quoted by each bank during such period 
shall he given equal weight in determining such average) ; 
if no such rate has been quoted by any of the above-named 
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banks during such period, the rate shall be the rate ap- 
plicable to payment for export of goods established by 
the appropriate authority of the country involved and in 
force as of the close of business on the last day of such 
period, or, if there be two or more such rates then in 
force, the average thereof. 


ARTICLE IV 


MisceLuaANeEous Provisions 


Section 1. Neither party nor American shall be under 
obligation hereunder to furnish any manufacturing or 
technical information. 


Section 2. Nothing contained in this agreement shall 
be construed as 


(a) a warranty or representation by the grantor as 
to the validity or scope of any patent; or 


(b) a warranty or representation that anything made, 
used, leased or sold hereunder will he free from 
infringement of patents of third parties; or 


(c) an agreement to bring or prosecute actions or 
suits against third parties for infringement. 


Section 3. No rights are granted or agreed to be 
granted by this agreement with respect to the use, in ad- 
vertising, publicity, or otherwise, of any corporate name or 
any contraction, abbreviation or simulation thereof, or with 
respect to the use of any trade name or trade-mark. 


Section 4. The parties hereto and American shall ac- 
quire rights to inventions, made during the term of this 
agreement, which relate to the subject matter of licenses 
granted hereunder, made during the course of their em- 
ployment by their employees, or employees of their re- 
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spective subsidiaries, who are employed to do develop- 
ment or inventive work, such that each licensee hereunder 
shall, by virtue of this agreement, receive in respect of 
patents issued on such inventions licenses hereunder of the 
scope and upon the terms herein provided to be granted 
to such licensee. Any inadvertent failure to aequire such 
rights shall not constitute a breach of this agreement. 


Section 5. Neither of the parties hereto, nor Ameri- 
can, nor any of their associated companies, shall be re- 
quired to file any patent application, or to secure any 
patent or to maintain any patent in force. 


Section 6. Licensee, for itself and for its sublicensees 
hereunder, and Western, for itself and American and their 
respective sublicensees hereunder, each admits the valid- 
itv of each patent under which it is licensed hereunder 
only within the scope of the license hereunder and only so 
long as such licenses shall remain in force. 


Section 7. It is recognized that the parties hereto, 
American, or their respective associated companies may 
have contracted or may hereafter contract with a national 
government to do development work financed by such 
government and to assign to such government its or their 
rights to grant licenses, under patents for inventions aris- 
ing out of such work, to others than its associated com- 
panies. The inability of cither of the parties hereto or 
American to grant the licenses herein granted or agreed 
to be granted by it under patents for such inventions shall 
not be considered to be a breach of this agreement. 


ARTICLE V 
NoTICcES AND STATEMENTS 
Any notice or statement hereunder shall he deemed to 


have heen sufficiently given if sent by registered mail and, 
if given to Licensee, addressed to Licensee at its office as 


2 HORE © ns pt 
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above specified, or, if given to Western, addressed to 
Western Electric Company, Incorporated, at 195 Broad- 
way, New York 7, New York, or in either case at such 
changed address as either party shall have so specified 
in writing to the other. 


ARTICLE VI 


SUBRENDER AND TERMINATION 


Section 1, Licensee may, by written notice to Western 
specifying by country, number and date of issuance any of 
the patents under which it is licensed hereunder, surrender 
and terminate all licenses and rights acquired hereunder 
by it and its sublicensees under such patent or patents with 
respect to all transistors, phototransistors and diodes, ex- 
cept those manufactured hereunder prior to the date of 
service of said notice, or sold, leased or put into use here- 
under prior to said date. Said surrender and termination 
shall be effective as of the date of service of said notice 
and shall relieve Licensee, as of said date, of all obligations 
to pay royalty on any transistors, phototransistors or 
diodes (other than those either manufactured hereunder, 
or sold, leased or put into use hereunder, prior to said 
date) which would be subject to royalty under this agree- 
ment solely because of such patent or patents. 


Section 2. Unless sooner terminated as hereinafter 
provided, this agreement shall continue in force until ter- 
minated by not less than one (1) year’s written notice 
from either party to the other, which notice may be given 
at any time after the expiration of four (4) years from 
the date hereof. Such termination shall not affect licenses 
or rights which, by the terms of Section 8 of Article I 
hereof, extend beyond the term of this agreement. 


Section 3. If Licensee shall fail to perform any of its 
obligations under this agreement, Western may, upon 
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election, and in addition to any other remedies that it may 
have, at any time terminate this agreement and all the 
licenses and rights granted by Western herein, by not less 
than six (6) months’ written notice to Licensee specifying 
any such breach, unless within the period of such notice 
all breaches specified therein shall have been remedied. 


If Western or American shall fail to perform any of 
their obligations under this agreement, Licensee may, upon 
election, and in addition to any other remedies that it 
may have, at any time terminate this agreement and all 
the licenses and rights granted by Licensee herein, by not 
less than six (6) months’ written notice to Western spe- 
cifying any such breach, unless within the period of such 
notice all breaches specified therein shall have been 
remedied. 


Secrion 4. Notwithstanding termination of this agree- 
ment and of the licenses and rights granted by the termi- 
nating party to the other party (under the provisions of 
Section 3 of this Article VI), the licenses and rights of 
the terminating party and its sublicensees (or of Ameri- 
can and its sublicensees if Western is the terminating 
party) shall continue unaffected under patents for inven- 
tions made prior to the termination of this agreement. 


Section 5. Notwithstanding termination of this agree- 
ment and of the licenses and rights granted by the ter- 
minating party to the other party and to American if 
Western is such other party (under the provisions of Sec- 
tion 3 of this Article VI), the terminating party shall con- 
tinue to comply with the provisions of Articles II and III 
(if Licensee is such terminating party) and Article IX 
hereof, and, in the event that the terminating party shall 
fail to comply with any of such provisions, all rights of 
the terminating party and its sublicensees hereunder may 
be terminated by the other party by not less than thirty 
(30) days’ written notice specifying such default, without 
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waiver of any right of the other party hereunder to ac- 


crued royalties or other payments or any other rights here- 
under. 


Section 6. (a) All sublicenses granted by either party 
or American to an associated company shall terminate 
when such company is no longer an associated company 
of such party or American, but licenses acquired under the 
patents and patent rights of such associated company for 
inventions made prior to the date when such relationship 
changed shall not be affected by such termination. 


(b) Termination of licenses granted hereunder to either 
party shal] also terminate all sublicenses granted here- 
under to the associated companies of such party (and of 
American if Western is such party). 


Section 7. Termination of this agreement or of licenses 
and rights herein granted shall not terminate licenses or 
rights with respect to transistors, phototransistors and 


diodes leased, sold or put into use hereunder prior to such 
termination. 


Section 8. Termination of this agreement shall not ter- 
minate the obligations of the parties hereto under Articles 
II, III and 1X hereof. 


ARTICLE VII 
CoNsTRUCTION 


The construction and performance of this agreement shall 
be governed by the laws of the State of New York. 


ARTICLE VIII 
ASSIGNABILITY 
Neither this agreement nor any of the licenses or rights 


thereunder are assignable in whole or in part by either 
party without the written consent of the other party. 
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ARTICLE IX 


LEGENDS 


Western, for itself, American and their respective sub- 
licensees hereunder, and Licensee, for itself and its sub- 
licensees hereunder, agree that each will apply to each 
carton or other container of a transistor or phototransistor 
which is covered by any United States patent of the other 
party, or will attach to such device, the following notice; 
provided such device is sold or leased hereunder for use in 
the United States by others than Bell Telephone Com- 
panies: 


The purchaser or lessee of this device shall not be 
granted by implication, estoppel or otherwise any li- 
cense under the patent rights of (here Licensee and tts 
sublicensees hereunder shall insert—American Tele- 
phone and Telegraph Company and its subsidiaries— 
and Western and American and their sublicensees 
hereunder shall insert Licensee’s name and add—and 
its Subsidiaries—) for any combination of another ele- 
ment or elements with such device. 


ARTICLE X 


GENERAL DEFINITIONS 


Section 1. A ‘‘subsidiary’’ is a company the majority 
of whose stock entitled to vote for the election of directors 
is now or hereafter controlled by the parent corporation 
either directly or indirectly, but any such company shall be 
deemed to be a subsidiary only so long as such control 
exists. 


Section 2. (a) ‘‘ Associated companies of Licensee’’ are 
subsidiaries of Licensee. 
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(b) ‘*‘Associated companies of Western’’ are Bell Tele- 


phone Companies and subsidiaries of such companies and 
of Western. 


(c) ‘‘ Associated companies of American’’ are Bell Tele- 


phone Companies and subsidiaries of such companies and 
of American. 


(d) ‘Bell Telephone Companies’’ are American, com- 
panies which now or hereafter operate under patent license 
and gervice contracts with American to furnish public com- 
munication service by telephone, and subsidiaries of such 
companies and of American which are engaged in furnish- 
ing public communication service by telephone. ‘‘Public 
communication service’’ means communication service fur- 
nished to the public for compensation. 


In Witness Warereor, the parties hereto have executed 


these presents and have affixed their seals as of the day 
and year first above written. 


WesTERN Exvectric Company, INCORPORATED 


Attest: 
(SOND) NORMAN R. FRAME 
Secretary 
FELTEN & GUILLEAUME CARLSWERK 
AKTIENGESELLSCHAFT 
B (SGND) H. HORN (8GND) KIEZESER 
- speswes ¥ is ELS pete ete Vidin Oyeathent 
Attest 
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TR-D(1-25-57) C 


TRANSISTOR LICENSE AGREEMENT 


Effective as of , Western Electric 
Company, Incorporated, a New York corporation (herein- 
after referred to as ‘‘Western’’), and 


,a corporation 
(hereinafter referred to as ‘‘Licensee’’), having an office at 


agree as follows: 


ARTICLE |] 


Grants Or LIceNsSES AND IMMUNITIES 


Section 1. Western grants to Licensee, under West- 
ern’s patents, and Licensee grants to Western and to Amer- 
ican Telephone and Telegraph Company, a New York cor- 
poration (hereinafter referred to as ‘‘American’’), sev- 
erally, under Licensee’s patents, non-exclusive licenses for 
transistors, phototransistors and diodes, as defined in 
Section 8 of this Article I. 

Section 2. Western grants under patents issued in 
countries other than the United States and owned or con- 
trolled by Western, American, or their subsidiaries, 
royalty-free immunity relating to the sale, lease or use in 
such other countries of the transistors, phototransistors 
and diodes specified in Section 1 of this Article I, manu- 
factured under the licenses granted herein under Western’s 
patents issued in the United States; provided, however, 
that nothing in this Section 2 shall relieve Licensee of its 


obligation to pay anv rovaltv which mav be predicate 


ond 


upon manutacture, use, lease or sale of transistors, photo 
transistors or diodes in the United States, wnether or not 
such royalty may be measured hereunder by.the net selling 


price for a sale occurring in another country. 
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Section 3. All licenses herein granted shall commence 


on the effective date hereof and except as provided in 
Article VII hereof, shall continue for the entire terms that 
the respective patents under which they are granted are in 
force, or for that part of such terms for which each party 
hereto, respectively, has the right to grant such licenses. 


Section 4. ‘‘Western’s patents’? means all patents of 
all countries of the world issued at any time for inventions 
made prior to with respect to which in- 
ventions Western, American or any of their respective 
subsidiaries, now has or shall at any time prior to said 
date have the right to grant the licenses and rights which 
are herein granted by Western, to the extent to which any 
such company has the right to grant such licenses and 
rights. 


Section 5. ‘‘Licensee’s patents’’ means all patents of 
all countries of the world issued at any time for inventions 
made prior to with respect to which in- 
ventions Licensee, or any of its associated companies, now 
lias er shall at any time prior to said date have the right 
to grant the licenses and rights which are herein granted 
by Licensee, to the exient to which any such company has 


} WO } .« , s »cC “~~ ‘ 33 ‘ 
the right to grant sueh licenses and richts. 


Section 6. The patents referred to in Sections 4 and 5 
of this Artiele I do not include those issued on inventions 
made by employees of any subsidiary of either party 
liereto, or of American, exclusively engaged in the perform- 
ance of contracts with the Atomic Energy Commission of 
the United States of America. 


Section 7. (a) Subject to the provisions of paragraph 
(ec) of this Section 7, the grants of the licenses acquired 
hereunder by the parties hereto and American include the 
non-exclusive right to grant sublicenses within the scope of 


} 


such licenses to their respective associated eomnanies. Such 
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right of either party or of American may be exercised at 
any time during the period for which such a license ac- 
quired hereunder by such party or American, as the case 
may be, continues in foree. Any such sublicenses granted 
under this Section 7 to any present associated company 
may be made effective, retroactively, as of the effective 
date hereof, and any such sublicenses granted to any future 
subsidiary of either party hereto or American may be made 
effective, retroactively, as of the date when such company 
became a subsidiary. 


(b) If within one (1) year from the date hereof Northern 
Electric Company, Limited (a Canadian corporation here- 
inafter called ‘‘Northern’’) and The Bell Telephone Com- 
pany of Canada (a Canadian corporation hereinafter called 
‘*Bell of Canada’’) execute and deliver to Western and 
American, respectively, instruments by which Northern and 
Bell of Canada effectively subject to this agreement, as of 
the effective date hereof, their patents and those of their 
subsidiaries, issued at any time in any or all countries of the 
world other than the United States, for inventions made 


prior to with respect to which and to the 
extent to which they or any of their subsidiaries shall, at 
any time prior to , have the right to grant 


licenses and rights of the same character and scope as are 
herein granted by Western, then 


(i) Licensee shall have, as of the effective date hereof, 
under said patents of Northern, Bell of Canada 
and their respective subsidiaries, licenses and 
rights of the same character, scope and duration 
as those herein granted to Licensee by Western, 
and 


(ii) said patents of Northern, Bell of Canada and their 
respective subsidiaries shall be deemed to be in- 
cluded in Western’s patents for the purposes of 
applying the term apparatus subject to royalty 
as defined in Section 3 of Article III of this agree- 
ment; and 
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(iii) subject to the provisions of paragraph (c) of this 
Section 7, Bell of Canada and its subsidiaries shall 
be deemed to be present associated companies of 
American, and Northern and its subsidiaries shall 
be deemed to be present associated companies of 
Western. 


Western shall promptly notify Licensee in writing of the 
execution and delivery of any such instruments by Northern 
and Bell of Canada. 


(c) No right is granted hereunder to Western or Ameri- 
can to grant sublicenses to Northern or Bell of Canada or 
any of their subsidiaries under Licensee’s patents issued 
in the United States. 


Section 8. A “transistor,’’ as the term is used herein, 
is a transducer consisting solely of (i) a body of electronic 
semiconductor material, and (ii) at least three electrodes 
for said body; if provided as a part thereof said trans- 
ducer includes housing or supporting means therefor. 

Said transducer has such characteristics that when it is 
connected through its electrodes (a) to an input circuit for 
the application of input signals to said body, with or with- 
out a source of biasing potential, (b) to an output circuit, 
and (c) to a source of electric power, said transducer will 
produce in said output circuit potentials or currents which 
are effectively related to said input signals and dependent 
upon power supplied by said source of power. 

A ‘‘phototransistor,’’ as the term is used herein, is a 
transducer consisting solely of (i) a body of electronic 
semiconductor material, and (ii) a plurality of electrodes 
for said body; if provided as a part thereof said trans- 
ducer includes housing or supporting means therefor. 

Said transducer has such characteristies that when it is 
connected through its electrodes to an output circuit and 
to a source of electric power and input signals are applied 
to said transducer by the impingement of radiated energy 
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upon said body, the transducer will produce in said out- 
put cireuit potentials or currents which are effectively re- 
lated to said input signals and dependent upon power 
supplied by said source. 

A ‘‘diode,’’ as the term is used herein, is a device con- 
sisting solely of (i) a body of electronic semiconductor 
material and (ii) two electrodes for said body, the resist- 
ance of said body being a function of the magnitude or 
polarity of a potential applied through said electrodes; if 
provided as a part thereof said device includes housing or 
supporting means therefor. 


ARTICLE II 


GENERAL Provisions RELATING T'o LicENSES 
AND SUBLICENSES 


Section 1. The licenses granted in Article I hereof 
for the transistors, phototransistors and diodes therein 
specified are licenses to make, have made, use, lease and 
sell such transistors, phototransistors and diodes. Such 
licenses include the right to make and have made, to use 
and have used, and to maintain machines, tools, instrumen- 
talities and materials, and to use and have used methods 
and processes, in so far as such machines, tools, instrumen- 
talities, materials, methods and processes are involved in 
or incidental to the development or the manufacture of 
such transistors, phototransistors and diodes. Such li- 
eenses do not extend to any other instrumentality or 
combination or to any method or process involved in 
the use of such transistors, phototransistors and diodes in 
combination with any other instrumentalities. 


Section 2. Neither of the parties hereto nor American 
nor any of their respective associated companies shall be 
required hereunder to file any patent application or to 
secure any patent or to maintain any patent in force. 
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Secrion 3. Except as stated in a letter of even date 
from Licensee to Western, Licensee warrants that there 
are no commitments or restrictions which will limit the 
licenses and rights granted by it in this agreement under 
patents issued at any time on inventions owned at any time 
prior to ‘ 
by it or any of its associated companies. Western war- 
rants that there are no such commitments or restrictions 
with respect to inventions owned at any time prior to 

, by it, American 
or any of their subsidiaries. 


ARTICLE If 


RoyaLties PAYABLE By LICENSEE 


Section 1. (a) Licensee shall pay to Western royalty on 
each transistor, phototransistor or diode which is appara- 
tus subject to royalty as defined in Section 3 of this Arti- 
cle III, at the rates hereinafter specified in this Section 1, 


(i) which is sold, leased or put into use by Licensee 
or any of its associated companies while any li- 
censes acquired hereunder by Licensee with respect 
to such apparatus shall remain in foree, or 


(11) which is made by or for Licensee or any of its 
associated companies while any such licenses shall 
remain in foree and is thereafter sold, leased or 
put into use by Licensee or any of its associated 
companies, 


such royalty rates to be applied, except as otherwise pro- 
vided in Section 3 of Article V, to the net selling price 
of such apparatus if sold for a separate specified considera- 
tion paveble wholly in money and in all other cases to the 
fair market value thereof; provided, however, that licenses 
under Western’s patents (other than patents of Teletype- 
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setter Corporation, a Delaware corporation) issued in the 


United States prior to January 24, 1956 shall be royalty 
free. 


(b) The royalty rate applicable to the transistors, photo- 
transistors and diodes licensed to Licensee by Section 1 of 
Article I shall be ; provided, however, 
that sales (whether direct or indirect) to the Department 
of Defense of the United States Government of such tran- 
sistors, phototransistors and diodes shall be subject to 
royalty at the rate of 


Section 2. Any royalty payable hereunder to Western 
solely on account of Western’s patents issued in the United 
States 


(a) in respect of apparatus subject to royalty sold, 
leased or put into use during the period between 
the effective date hereof and January 1, 1959 shall 
be reduced by an amount equal to sixty per cent 
(60%) thereof, and 


(b) in respect of apparatus subject to royalty sold, 
leased or put into use during the period between 
December 31, 1958 and January 1, 1961 shall be 
reduced by an amount equal to thirty per cent 
(30%) thereof. 


Section 3. The term ‘‘apparatus subject to royalty’’, 
for purposes of this Article III, means any transistor, 
phototransistor or diode, which upon manufacture includes, 
or the manufacture of which employs, any invention of any 
of Western’s patents in force at the time and in the country 
of such manufacture, or which includes when sold, leased 
or put into use, or the use of which employs when put into 
use, any invention of any of Western’s patents in force at 
the time and in the country of such sale, lease or putting 
into use. 
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ARTICLE IV 


Royauties PAYABLE BY WESTERN 


Section 1. Western shall pay to Licensee royalty on 
all apparatus subject to royalty, as defined in this Article 
IV, such royalty to be at the rate of ; 
and to be computed on the net selling price of such ap- 
paratus if sold for a separate specified consideration pay- 
able wholly in money and in all other cases on the fair 
market value thereof; provided, however, that such 
royalty shall be at the rate of 

when such apparatus is sold (directly or in- 


directly) to the Department of Defense of the United 
States Government. 


Section 2. The term ‘‘apparatus subject to royalty’’, 
for purposes of this Article IV, means any transistor, 
phototransistor or diode which includes, or the manufacture 
of which employs, any invention of any of Licensee’s pat- 
ents issued in the United States in force at the time of the 
manufacture, lease or sale of such apparatus in the United 
States, which apparatus is sold or leased in the United 
States by American, Western or any of their sublicensees 
hereunder while any of the licenses herein granted by 
Licensee shall remain in force, or is made hereunder dur- 
ing such period and is thereafter sold or leased in the 
United States by American, Western or any of their sub- 
licensees hereunder, except, in any ease, any such appa- 
ratus sold or leased, directly or indirectly, to American, 
Western or any of their associated companies and not 
resold or leased to someone other than American, Western 
and their associated companies. Any such apparatus so 
sold or leased, directly or indirectly, to American, West- 
ern or any of their associated companies shall be free of 
royalty hereunder, and, except as provided in this Articie 
IV, all licenses and rights granted to American and West- 
ern under this agreement shall be free of royalty. 
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ARTICLE V 


GENERAL Provisions RELATING TO ROYALTIES 


Srecrion 1. The term ‘‘net selling price,’’ as applied 
to each transistor, phototransistor or diode which is ap- 
paratus subject to royalty, means the gross selling price 
thereof, in the form in which it is sold, but the following 
items shall be deductible from such gross selling price to 
the extent that they are included therein: 


(1) usual trade discounts actually allowed (other than 
cash discounts, advertising allowances, or fees or 
commissions to any employees of either party, or 
American, or of any of their associated com- 
panies) ; 


(ii) packing charges; 
(iii) excise taxes; 


(iv) costs of insurance and transportation from the 
place of manufacture to the customer’s premises 
or point of installation; 


(v) costs of installation at the place of use; and 


(vi) costs of special engineering services not incident 
to the design or manufacture of apparatus sub- 
ject to royalty. 


Section 2. The term ‘‘fair market value’’, as applied to 
apparatus subject to royalty, means the net selling price 
which any grantee hereunder would realize from an un- 
affiliated buyer in an arm’s length sale of identical appara- 
tus in the same quantity and at the same time and place 
as the transaction subject to royalty, provided, however, 
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that it shall not be lower than complete cost plus the usual 
profit factor. Complete cost shall consist of all properly 
allocable direct costs and indirect expenses necessary or 
incidental to the design, manufacture or distribution of 
such apparatus as determined in accordance with recog- 
nized accounting practices. 


Section 3. If sales of apparatus subject to royalty 
shall be made by a grantee hereunder or its associated 
companies to 


(i) any company of which such grantee is a subsidiary 
at that time, or 


(ii) such grantee or an associated company thereof or 
any other subsidiary of a company of which such 
grantee is at that time a subsidiary, 


royalty payable hereunder shall be computed on the fair 
market value of such apparatus subject to royalty. 


Section 4. (a) Licensee shall keep full, clear and ac- 
curate records with respect to apparatus subject to royalty, 
as defined in Section 3 of Article III hereof, on which 
royalty is payable hereunder by it, and shall require its 
sublicensees hereunder to keep similar records and to 
render to it statements similar to those required under 
Section 5 of this Article V. 


(b) Western, for itself and American, shall keep full, 
clear and accurate records with respect to apparatus sub- 
ject to royalty, as defined in Section 2 of Article IV 
hereof, on which royalty is payable hereunder by it, and 
shall require their sublicensees hereunder to keep similar 
records and to render to Western statements similar to 
those required under Section 5 of this Article V. 


(c) Each party shall have the right through its ac- 
credited representatives to examine and audit at all rea- 
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sonable times such records and such records and accounts 
as may under recognized accounting practices contain in- 
formation bearing upon the amount of royalty payable to 
such party under this agreement. Prompt adjustment shall 
be made by the proper party to compensate for any errors 
or omissions disclosed by such audit. Neither such right 
to audit nor the right to receive adjustment shall be af- 
fected by any statement to the contrary appearing either 
on checks or otherwise, unless the statement appears in a 
letter, signed by the party having such right and delivered 
to the other party, expressly waiving such right. 


Section 5. Within sixty (60) days after the end of each 
semi-annual period ending on June 30th or December 31st, 
commencing with the semi-annual period during which this 
agreement first becomes effective and continuing there- 
after until all royalties payable hereunder shall have been 
reported and paid, each party shall render to the other a 
statement, in a form acceptable to such other, certified by a 
responsible officer of the party rendering the statement, as 
to apparatus subject to royalty on which royalty is payable 
hereunder and which, in the ease of Licensee, is sold, 
leased or put into use by it and its subsidiaries, and which, 
in the case of Western, is sold or leased by Western, 
American and their respective associated companies, dur- 
ing such semi-annual period (or if no apparatus subject 
to royalty has been so sold, leased, or put into use, that 
fact shall be shown), and the net selling price thereof, 
or, where royalty is based on fair market value, the fair 
market value thereof, and showing the amount of royalty 
payable thereon. Each statement shall identify transactions 
of the character described in Section 3 of this Article V and 
shall verify that royalty has been reported on the basis 
specified in Section 3. At the time of rendering any state- 
ment, each party shall, irrespective of terms granted and 
collections made on account of apparatus subject to royalty, 
pay to the other party the royalties shown by such state- 
ment to be payable hereunder. Notwithstanding the pro- 
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visions of clause (e) of Section 4 of Article VI hereof, 
each party shall furnish whatever additional information 
the other party may reasonably prescribe from time to time 
with respect to apparatus subject to royalty to enable such 
other party to ascertain which transistors, phototransistors 
or diodes sold, leased or put into use are subject to payment 
of royalty hereunder. 


Seotrion 6. Royalty payments provided in this agree- 
ment, when overdue, shall bear interest at six per cent 
(6%) per annum until paid. 


Section 7. Licensee shall bear all taxes imposed as 
a result of the existence or operation of this agreement, 
including but not restricted to any tax on or measured 
by any royalty or other payment required to be made 
by it hereunder, any registration tax, any tax imposed 
with respect to the granting or transfer of licenses or 
other rights hereunder or the payment or receipt of 
royalties hereunder and any tax which Licensee is re- 
quired to withhold or deduct from royalty payments to 
Western, except any such tax imposed upon Western by 
the United States or any political subdivision thereof. 


Section 8. (a) Payments to a party under this agree- 
ment shall be made in United States dollars at its office 
designated in Article VI hereof. 


(b) When royalty is to be computed on sales for a con- 
sideration payable in money, the computation of royalties 
shall be made in the currency received or receivable for 
such sales, and when royalty is to be computed on fair 
market value, the computation shall be made in the cur- 
rency of the country in which the lease, sale or putting 
into use, in respect of which royalty is to be paid here- 
under, occurred, except that if fair market value is based 
on complete cost plus the usual profit factor, the com- 
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putation shall be made in the currency of the country of 
manufacture. 


(c) Conversion from one currency to another in connec- 
tion with any payment or computation under this agree- 
ment shall be made on the basis of the rate for each cur- 
rency (other than United States dollars) expressed in 
United States dollars. Such rate shall be determined as 
follows: If, during the last month of any semi-annual pe- 
riod in respect of which such payment or computation is to 
be made, the head offices in New York City of The First 
National City Bank of New York, The Chase Manhattan 
Bank, and the Guaranty Trust Company of New York, 
or any of them, have quoted a rate in United States 
dollars at which the foreign currency may be bought 
for transfer to a creditor in the foreign currency country 
in respect of the export of goods from such country to the 
United States, an average shall be taken of the rates most 
recently quoted for that purpose during such period by 
each of such banks (and if during such period any such 
bank quoted two or more separate rates in respect of ex- 
port of different categories of goods, the most recent rate 
for each category quoted by each bank during such period 
Shall be given equal weight in determining such average) ; 
if no such rate has been quoted by any of the above-named 
banks during such period, the rate shall be the rate ap- 
plicable to payment for export of goods established by 
the appropriate authority of the country involved and in 
force as of the close of business on the last day of such 
period, or, if there be two or more such rates then in force, 
the average thereof. 


Section 9. Only one royalty shall be payable hereunder 
in respect of any apparatus subject to royalty. Such 
royalty shall accrue hereunder on any apparatus subject 
to royalty upon its manufacture, use, lease or sale here- 
under, whichever shall occur first, involving any of Licen- 
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see’s or Western’s patents by virtue of which the transis- 
tor, phototransistor or diode becomes apparatus subject 
to royalty, and such royalty shall become payable in aceord- 
ance with the provisions of Section 5 of this Article V upon 
the first sale, lease or putting into use thereof. 

Section 10. If any grantee hereunder or any of its as- 
sociated companies sells or leases in any country for export 
to a specified country any transistor, phototransistor or 
diode, then each such country shall, for the purposes of 
this Article V, be deemed to be the country of the sale 
or lease. 


Section 1l. With respect to any transistor, photo- 
transistor or diode which is sold, leased or put into use 
in any country of tle world by any grantee hereunder or 
any of its associated companies, no license or right is 
granted hereunder expressly or impliedly, under the grant- 
or’s patents issued in any country, to others than said 
grantee and its sublicensees hereunder for the use, lease 


or sale of any such transistors, phototransistors or diodes, 
unless and until Licensee or Western, as the case may be, 
has paid or has become obligated hereunder to pay royalty 
on such transistors, phototransistors or diodes at a rate 
not lower than that specified in this agreement as applicable 
to licenses therefor under the grantor’s patents issued in 
such other country or unless such licenses are royalty-free 
or unless Section 2 of Article I hereof applies. 


ARTICLE V1 


MISCELLANEOUS PROVISIONS 


Section 1. It is recognized that either of the parties 
hereto or any of its associated companies may have con- 
tracted or may hereafter contract with a national gov- 
ernment to do development work financed by such govern- 
ment and to assign to such government its rights to 
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grant, or may now or hereafter be restrained by such gov- 
ernment from granting, licenses to others than its asso- 
ciated companies under patents for inventions arising out 
of such work. The inability of either party hereto to grant 
the licenses herein granted by it under patents for such 
inventions shall not be considered to be a breach of this 
agreement. For the purposes of this Section 1, American, 
Western and their respective associated companies shall 
be deemed to be associated companies of one another, and 
Licensee and its associated companies shall be deemed to 
he associated companies of one another. 


Section 2. The parties hereto and American shall each 
acquire rights to inventions made prior to 
which relate to the subject matter of licenses 
granted hereunder and are made, in the course of their 
employment, by employees of Licensee and of its asso- 
ciated companies, and of Western, American and their 
subsidiaries, who are employed to do research, develop- 
ment or other inventive work, such that each party hereto 
and American shall, by virtue of this agreement, receive 
in respect to patents issued on such inventions licenses 
and rights hereunder of the scope and upon the terms 
herein provided to be granted to each such party and 
American. Any inadvertent failure to acquire such rights 
shall not constitute a breach of this agreement. 


Section 3. Each party hereto shall, upon written re- 
quest from the other party sufficiently identifying any 
patent by country, number and date of issuance, inform 
such other party as to the extent to which any such patent 
is subject to the licenses, immunities and rights granted 
hereunder to such other party. If such licenses, immuni- 
ties or rights under any such patent are restricted in seope, 
copies of all pertinent provisions of any contract creating 
such restrictions shall, upon request, be furnished to the 
party making such request. 
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Section 4. Nothing contained in this agreement shall 
be construed as 


(a) 


(b) 


(c) 


(f) 


(g) 


(i) 


an admission by any grantee of the validity of any 
patent except within the scope and period of the 
license thereunder; or 


a warranty or representation by any grantor as to 
the validity or scope of any patent; or 


a warranty or representation that any manufacture, 
use, lease or sale hereunder will be free from in- 
fringement of patents other than those under which 
and to the extent to which licenses are in force here- 
under; or 


an agreement to bring or prosecute actions or suits 
against third parties for infringement; or 


an obligation to furnish any manufacturing or 
technical information; or 


conferring any right to use, in advertising, pub- 
licity or otherwise, any trade-mark, trade name or 
name, or any contraction, abbreviation or simulation 
thereof; or 


conferring by implication, estoppel or otherwise 
upon any grantee hereunder any license or other 
right under any patent, except the licenses and 
rights expressly granted hereunder to such grantee; 
or 


permitting the assignment of this agreement or of 
any licenses or rights hereunder, in whole or in 
part; or 


a release for any infringement prior to the effective 
date hereof. 
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Section 5. Any notice or statement hereunder shall 
be deemed to be sufficiently given or rendered when sent by 
registered mail and, if given or rendered to Licensee, ad- 
dressed to Licensee at its office as above specified or, if 
given or rendered to Western, addressed to Western Elec- 
tric Company, Incorporated, at 195 Broadway, New York 
7, New York, or, in either case, at such changed address 
as either party shall have specified by written notice 
hereunder. 


ARTICLE VII 


TERMINATION, CANCELLATION AND SURRENDER 


Section 1. (a) If Licensee shall fail to perform one or 
more of its obligations under this agreement, Western 
may, upon election and in addition to any other remedies 
that it may have, at any time terminate (subject to the 
provisions of Section 4 of this Article VII) all the licenses 
and rights granted to Licensee hereunder, by not less than 
six (6) months’ written notice to Licensee specifying any 
such breach, unless within the period of such notice all 
breaches specified therein shall have been remedied. 


(b) If Western or American shall fail to perform one 
or more of its obligations under this agreement, Licensee 
may, upon election and in addition to any other remedies 
that it may have, at any time terminate all the licenses and 
rights granted to American and Western hereunder, by not 
less than six (6) months’ written notice to Western specitfy- 
ing any such breach, unless within the period of such notice 
all breaches specified therein shall have been remedied. 


Section 2. Any termination of licenses and rights 
under the provisions of Section 1 of this Article VII shall 





CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3319 


not affect the licenses and rights of the terminating party 
and its sublicensees (and of American and its sublicensees, 
if Western is the terminating party). 


Section 3. (a) In the event of termination by either 
party, under the provisions of Section 1 of this Article 
VII, of licenses and rights granted hereunder to the other 
party, the terminating party shall continue to comply with 
the provisions of Article III and Article V hereof, in the 
ease of Licensee, and of Article IV and Article V, in the 
ease of Western, and, in the event that the terminating 
party shall fail to comply with one or more of the provi- 
sions of the herein aforesaid Articles applicable to it, all 
licenses and rights of the terminating party may, without 
waiver of the other party’s right to accrued royalty or 
other payments or of any other rights hereunder, be ter- 
minated (subject to the provisions of Section 4 of this 
Article VII if Western is such other party) by such other 
party by giving not less than six (6) months’ written 
notice to the terminating party specifying such default, 
unless within the period of such notice all defaults specified 
therein shall have been remedied. 


(b) Termination by either party, under the provisions 
of Section 1 or paragraph (a) of Section 3 of this Article 
VII, of licenses and rights granted to the other party 
hereto, shall terminate the obligations of such other party, 
under the provisions of Article III and Article V hereof, 
in the case of the Licensee, and of Article IV and Article 
V hereof, in the case of Western, relating to such ter- 
minated licenses and rights, except such obligations as to 
apparatus subject to royalty made, sold, leased or put into 
use hereunder prior to the date of such termination. 


Section 4. Western shall not have, under the provi- 
sions of paragraph (a) of Sections 1 and 3 of this Article 
VII, the right to terminate 
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(i) licenses and rights herein granted under West- 
ern’s patents issued in the United States prior to 
January 24, 1956 (other than patents of Teletype- 
setter Corporation), unless Licensee fails to per- 
form one or more of its obligations hereunder 
and such failure results in Western’s or Ameri- 
ean’s failure to receive licenses or rights which 
it is entitled hereunder to receive under patents 
issued in the United States, or 


(ii) licenses and rights herein granted under West- 
ern’s patents issued in the United States after 
January 23, 1956, or under the patents of Tele- 
typesetter Corporation issued in the United States 
at any time, unless Licensee fails to perform one 
or more of its obligations hereunder and such 
failure results in Western’s or American’s fail- 
ure to receive licenses or rights which it is en- 
titled hereunder to receive under patents issued 
in the United States or unless Licensee fails to 
perform one or more of its obligations under 
Article III and Article V hereof relating to li- 
censes and rights granted under Western’s 
patents issued in the United States. 


Section 5. (a) Every sublicense granted hereunder by 
a party hereto or American shall terminate with the ter- 
mination or cancellation of its corresponding license. 


(b) When a sublicensee’s relationship to a party hereto 
or American changes so that such sublicensee is no longer 
an associated company of such party or American, any 
licenses and rights granted hereunder to such a sublicensee 
shall terminate, but licenses and rights acquired under the 
patents and patent rights of such sublicensee for inven- 
tions made prior to the date when such relationship 
changed shall not be affected by such termination. 
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Section 6. Licenses, immunities and rights hereunder 
with respect to transistors, phototransistors and diodes 
made, leased, sold or put into use hereunder prior to any 
termination under the provisions of this Article VII shall 
survive such termination. 


Section 7. By written notice to any grantor hereunder 
specifying any of such grantor’s patents by country, num- 
ber and date of issuance any grantee hereunder may sur- 
render and terminate all rights and licenses acquired 
hereunder by it and its sublicensees under such specified 
patent or patents, with respect to transistors, photo- 
transistors and diodes except those manufactured, sold, 
leased or put into use hereunder prior to the date of giving 
of said notice. Said surrender and termination shall be 
effective as of the date of giving of said notice and as of 
said date shall relieve Licensee or Western, as the case 
may be, of all obligations to pay royalty, other than accrued 
royalty, on any transistors, phototransistors and diodes on 
which royalty would otherwise be payable hereunder solely 
because of such patent or patents. 


Section 8. By written notice to any grantor hereunder, 
any grantee hereunder may cancel the licenses for any of 
the transistors, phototransistors or diodes specified in 
Article I hereof granted hereunder to such grantee under 
the grantor’s patents issued in the United States. Such 
cancellation shall be effective as of the date of giving of 
said notice, but shall not relieve Licensee or Western, as the 
“ase may be, of its obligation hereunder to pay accrued 
royalties with respect to any such transistors, phototran- 
sistors or diodes. 
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ARTICLE VIII 


CoNSTRUCTION 


The construction and performance of this agreement 
shall be governed by the law of the State of New York. 


ARTICLE IX 


GENERAL DEFINITIONS 


Section 1. A ‘‘subsidiary’’ is a company the majority 
of whose stock entitled to vote for election of directors is 
now or hereafter controlled by the parent company either 
directly or indirectly, but any such company shall be 
deemed to be a subsidiary only so long as such control 
exists. 


Section 2. (a) ‘‘Associated companies of Licensee’’ 
are subsidiaries of Licensee. 


(b) ‘‘Associated companies of Western’’ are subsidi- 
aries of Western, and, subject to the provisions of para- 
graph (b) of Section 7 of Article I hereof, Northern and 
its subsidiaries. 


(c) ‘‘ Associated companies of American’’ are compa- 
nies in the United States which are now parties to patent 
license and service contracts with American relating to 
the furnishing by them of public communication service 
by telephone in the United States or between the United 
States and other countries, the respective subsidiaries of 
each such company, subsidiaries of American other than 
Western and its subsidiaries and, subject to the provisions 
of paragraph (b) of Section 7 of Article I hereof, Bell of 
Canada and its subsidiaries. ‘‘Public communication serv- 
ice’? means communication service furnished to the public 
(including service limited to a particular customer or class 
of customers) for compensation. 
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In Witness WHEREOF, the parties hereto have executed 
these presents and have affixed their seals this 
day of g 


WESTERN EXLEcTRIC Company, INCORPORATED 


BY iciiehasivus dvs +e oem email 
Patent License Manager 
Attest: 
Secretary 
a “waa (ee ee atenediesee een eee en 
Attest: 


ore eee eee eeveeereeeeeeeeene 


Secretary 








TAB 4—Copy or THE STanpDarRD Form or AGREEMENT, Post-DEcREE, 
No GRANTBACK 





LICENSE AGREEMENT 


BETWEEN 


WESTERN ELECTRIC COMPANY, INCORPORATED 


eevee eeveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeneeeeeeeeeeees 
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LICENSE AGREEMENT 


Effective as of ’ 
Western Exxotric Company, INcorporatep, a New York 
corporation (hereinafter referred to as ‘‘Western’’), and 


(hereinafter referred to as ‘‘Licensee’’), having an office at 


agree as follows: 


ARTICLE I 


Grants Or Licenses Anp IMMUNITIES 


Szorion 1. Western grants to Licensee under Western’s 
patents non-exclusive royalty-free licenses for: 


as defined in the Appendix attached hereto and made a 
part hereof, hereinafter referred to as ‘‘equipments.”’ 
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Section 2. Western grants under patents issued in 
countries other than the United States and owned or 
controlled by Western, American Telephone and Tele- 
graph Company, a New York corporation (hereinafter 
called ‘‘ American’’), or their subsidiaries, royalty-free im- 
munity relating to the sale, lease or use in such other 
countries of equipments specified in this Article I, and 
maintenance parts therefor, manufactured under the li- 
censes granted herein under Western’s patents issued in 
the United States. 


Section 3. Except as provided in Article IV hereof, all 
licenses herein granted shall commence on the effective 
date hereof and shall continue for the entire unexpired 
terms that the respective patents under which they are 
granted are in force, or for that part of such terms for 
which Western has the right to grant such licenses. 


Section 4. ‘‘Western’s patents’’ means all patents 
issued in the United States prior to January 24, 1956 and 
on said date owned or controlled by American, Western or 
any of their subsidiaries, all patents issued in the United 
States prior to January 24, 1956 on inventions made by 
employees of such companies in the course of their em- 
ployment (other than employees of such subsidiaries ex- 
clusively engaged in the performance of contracts with 
the United States of America) emploved to do research, 
development or other inventive work, subject to any re- 
leases of rights to such employees granted prior to Jan- 
uary 24, 1956, and all patents of others issued prior to 
January 24, 1956 in the United States and under which 
and to the extent to which any such company on January 
24, 1956 had the right to grant the licenses and rights 
which are herein granted by Western. The term does not 
mean nor does it include any patents of Teletypesetter 
Corporation, a Delaware corporation. 
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Section 5. A ‘‘subsidiary’’ is a company the mujor- 
ity of whose stock entitled to vote for election of directors 
is now or hereafter controlled by the parent company 
either directly or indirectly, but any such company shall 
be deemed to be a subsidiary only so long as such control 
exists. 


SecTION 6. The grants of the licenses granted here- 
under to Licensee, include the right to grant sublicenses 
within the scope of such licenses to its subsidiaries. Such 
right of Licensee may be exercised at any time during the 
period for which such a license granted hereunder to Li- 
censee continues in force. 


ARTICLE II 


GENERAL Provisions Rextatina To LiIcENsEs 
AND SUBLICENSES 


The licenses granted in Section 1 of Article I hereof 
for the equipments therein specified are licenses to make, 
have made, use, lease and sell such equipments. Such 
licenses include the right to maintain such equipments, 
to practice methods and processes involved in the use of 
such equipments and to make and have made, to use and 
have used, and to maintain machines, tools, instrumentali- 
ties and materials, and to use and have used methods and 
processes, in so far as such machines, tools, instrumen- 
talities, materials, methods and processes are involved in 
or incidental to the development or the manufacture of 
such equipments, the term ‘‘manufacture”’ including instal- 
lation, testing and repair. Such licenses do not extend 
to any other instrumentality or combination or to any 
method or process involved in the use of such equipments 
in combination with any other instrumentalities. 
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ARTICLE ITI 


MISCELLANEOUS PROVISIONS 


Section 1. Western shall, upon written request from 
Licensee sufficiently identifying any patent by country, 
number and date of issuance, inform Licensee as to the 
extent to which any such patent is subject to the licenses, 
immunities and rights granted hereunder to Licensee. 
If such licenses, immunities or rights under any such pat- 
ent are restricted in scope, copies of all pertinent provi- 
sions of any contract creating such restrictions shall, upon 
request, be furnished to Licensee. 


Section 2. Nothing contained in this agreement shall 
be construed as 


(a) an admission by Licensee of the validity of any 
patent except within the scope and period of the 
license thereunder; or 


(b) a warranty or representation by Western as to the 
validity or scope of any patent; or 


(c) a warranty or representation that any manufac- 
ture, use, lease or sale hereunder will be free from 
infringement of patents other than those under 
which and to the extent to which licenses are in 
force hereunder; or 


(d) an agreement to bring or prosecute actions or suits 
against third parties for infringement; or 





(e) an obligation to furnish any manufacturing or { 
technical information; or | 


(f) conferring any right to use, in advertising, publicity j 
or otherwise, any trade-mark, trade name or name, | 
or any contraction, abbreviation or simulation 
thereof; or 
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(g) conferring by implication, estoppel or otherwise, 
upon Licensee any license or other right under any 
patent, except the licenses and rights expressly 
granted hereunder to Licensee; or 


(h) permitting the assignment of this agreement or of 
any licenses or rights hereunder, in whole or in 
part; or 


(i) a release for any infringement prior to the effective 
date hereof. 


Section 3. Any notice or request hereunder shall be 
deemed to be sufficiently given when sent by registered 
mail and, if given to Licensee, addressed to Licensee at 
its office as above specified or, if given to Western, ad- 
dressed to Western Electric Company, Incorporated, at 
195 Broadway, New York 7, New York, or, in either case, 
at such changed address as either party shall have speci- 
fied by written notice hereunder. 


ARTICLE IV 


TERMINATION AND CANCELLATION 


Section 1. By written notice to Western, Licensee may 
eance] the licenses for any specified equipment granted 
hereunder to it under Western’s patents. Such cancel- 
lation shall be effective as of the date of giving of said 
notice. 


Section 2. By written notice to Western specifying any 
of Western’s patents by number and date of issuance, 
Licensee may surrender and terminate all rights and 
licenses acquired hereunder by it under such specified 
patent or patents, with respect to all equipments, and 
maintenance parts therefor, except equipments and main- 
tenance parts manufactured, sold, leased or put into use 
hereunder prior to the date of giving of said notice. Said 
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surrender and termination shall be effective as of the date 
of giving of said notice. 


SecTion 3. (a) Every sublicense granted hereunder by 
Licensee shall terminate with the termination of its cor- 
responding license. 


(b) When a _ subsidiary’s relationship to Licensee 
changes, so that such company is no longer a subsidiary 
of Licensee, the licenses and rights granted hereunder to 
such subsidiary shall terminate. 


ARTICLE V 


CONSTRUCTION 


The construction and performance of this agreement 
shall be governed by the law of the State of New York. 


In Witness WHeEREoF, the parties hereto have executed 


these presents and have affixed their seals this day 
of ; 
WESTERN ELEectTRIC CoMPANY, INCORPORATED 
DF cccarcctseasentansnceneeeadaa cena 
Patent License Manager 
Attest 
Secretary 
FOP 6 0ctaciiveserseetengentintaeeinee 
Attest: 


eoeeeveveeevevee eeeeeeee ee eee @ 


Secretary 





Seed ee nc de 
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APPENDIX 
For the purposes of the Agreement to which this Ap- 


pendix is attached the following terms are defined as 
follows: 





TAB 5—Copy or TecHNIcCAL INFoRMATION AGREEMENT, Post- DECREE 





TECHNICAL INFORMATION AGREEMENT 


BETWEEN 


WESTERN ELECTRIC COMPANY, INCORPORATED 


eeeeoveeev eae ev eeeeeeeeeeeeeeeeeeeeeee eee eeeeeeeeee ee eens 
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TI-1 (12-19-56)C 


AGREEMENT effective between 
WeEsTERN ELEctric Company, IncorPorATED, a New York 
corporation (hereinafter referred to as ‘‘Western’’), and 


a corporation (herein- 
after referred to as ‘‘Licensee’’), having an office at 


Wuereas, Western and Licensee have heretofore entered 
into a patent license agreement effective as of 
pursuant to which 
Western granted to Licensee nonexclusive patent licenses 
for 


defined in such patent license agreement and hereinafter 
referred to as ‘‘equipments’’; and 


Wuereas, Licensee desires that Western furnish cer- 
tain technical information relating to such equipments, 


Now, THEREFORE, Western and Licensee agree as fol- 
lows: 


ARTICLE I 
TECHNICAL INFORMATION TO BE SUPPLIED 
Within 
days after the execution of this agreement by Licensee, 


Western will furnish to Licensee technical information 
relating to 
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and more fully identified in the Schedule attached hereto 
and forming a part hereof. With the delivery of said 
technical information Western will furnish in duplicate to 
Licensee a list completely identifying said technical 
information. Within thirty (30) days after receiving said 
list, Licensee will return one copy of said list to 
Western, on which it will have written an acknowledgment 
of receipt, after which said list shall become a part of 
the Schedule attached hereto identifying the technical in- 
formation furnished hereunder. Western and Licensee 
shall promptly notify each other of any inaccuracies in the 
identification of the technical information which they may 
find to exist in the said list. 


ARTICLE II 


Grants oF Ricuts To Ust TecHnicaL INFORMATION 


Western grants to Licensee for itself and its subsid- 
iaries a personal, nontransferable and nonexclusive right 
to use in the United States such technical information, 
solely for manufacture in the United States in factories 
of Licensee and its subsidiaries pursuant to the licenses 
to make equipments granted in the above-mentioned 
patent license agreement. The aforesaid personal, non- 
transferable and nonexclusive right includes the right to 
communicate procurement information (as distinguished 
from manufacturing information) contained in such tech- 
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nical information to suppliers solely for the procurement 
by Licensee or its subsidiaries of materials, manufacturing 
facilities, parts and components described in such informa- 
tion for use pursuant to the aforesaid licenses to make 
equipments. The term ‘‘equipments,’’ as used in this 
agreement, means the equipments listed on the first page 
hereof and not anything else which may be the subject of 
licenses under the above-mentioned patent license agree- 
ment. 


ARTICLE III 


FEeEs 


Section 1. Licensee agrees to pay to Western, within 
ninety (90) days after Western renders an invoice there- 
for, Western’s charges for the cost of gathering and 
reproducing such technical information, which charges 
shall not exceed the sum of 
dollars ($ ). 


Section 2. Licensee agrees to pay to Western fees 
at the rates specified in Section 3 of this Article III on 
each item subject to fee as hereinafter defined, which is 
sold, leased or put into use prior to the second anniver- 
sary of the expiration of the base period hereinafter de- 
fined, such fees to be applied, except as provided in 
Section 7 of this Article III, to the net selling price of 
such item if sold for a consideration payable in money 
and in all other cases to the fair market value thereof. 


’ 


Section 3. (a) The term ‘‘item subject to fee’’ means 
each of the items listed below, as defined in the Appendix 
attached hereto and made a part hereof, which is manu- 
factured with the use of technical information furnished 
hereunder (including items manufactured with manufactur- 
ing facilities made with the use of technical information 
furnished hereunder), other than demonstration models 
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and items produced in the course of, or intended for use 
in connection with, research, development or experimental 
undertakings of Licensee or any of its subsidiaries, during 
the base period defined in subsection (b) of this Section 3. 


Items Rates 
Class (1) 


Class (2) 
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(b) With respect to items subject to fee, the ‘‘base 
period’’ for all items included in each class of items 
designated in subsection (a) of this Section 3 shall be 
the five (5) year period commencing on the first day of 
the month in which occurs the first manufacture by Li- 
censee or any of its subsidiaries of any such item; pro- 
vided, however, that if in one or more periods of twelve 
(12) consecutive calendar months there shall be no pro- 
duction of any items subject to fee included in such class, 
such twelve (12) month period or periods shall not be taken 
into account in determining the expiration of said five 
(5) year period. 


(c) An item shall not be an item subject to fee solely 
because it contains another item subject to fee defined 
herein or solely because it contains an item which would 
be subject to fee hereunder except for the expiration of 
the base period. 


Section 4. Only one fee shall be payable by Licensee 
hereunder in respect of any item subject to fee. Such fee 
shall accrue upon manufacture of such item hereunder and 
shall be payable in accordance with the provisions of Sec- 
tion 9 of this Article III upon the first sale, lease or putting 
into use thereof. 


Section 5. The term ‘‘net selling price,’’ as applied to 
items subject to fee, means the gross selling price thereof 
in the form in which it is sold, but the following shall be 
deductible from such gross selling price to the extent that 
they are included therein: 


(a) usual trade discounts actually allowed (other than 
eash discounts, advertising allowances, or fees or 
commissions to any employees of Licensee or of 
any of its subsidiaries) ; 

(b) packing charges; 


(c) excise taxes; 
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(d) the cost of insurance and transportation from the 
place of manufacture to the customer’s premises 
or point of installation; 


(e) the cost of installation at the place of use; 


(f) the cost of special engineering services not inci- 
dent to the design or manufacture of items sub- 
ject to fee; and 


(g) the cost of the following: 


antennas; external primary generators; stor- 
age batteries and their controls, distributing 
frames; and commercial types of inspection 
and maintenance equipment (such as tools, 
gauges and meters) not an integral part of 
items subject to fee; 


unless any of the foregoing devices listed in this 
subdivision are manufactured with the use of any 
technical information furnished hereunder. 


Section 6. The term ‘‘fair market value,’’ as applied 
to items subject to fee, means the net selling price which 
Licensee would realize from an unaffiliated buyer in an 
arm’s length sale of identical items in the same quantity 
and at the same time and place as the transaction subject 
to fee, provided, however, that it shall not be lower than 
complete cost plus the usual profit factor. Complete cost 
shall consist of all properly allocable direct costs and in- 
direct expenses necessary or incidental to the design, man- 
ufacture or distribution of such items as determined in 
accordance with recognized accounting practices. 





i 


vy 


Section 7. If sales of items subject to fee shall be 
made by Licensee to 


(a) any company of which Licensee is a subsidiary at 
that time, or 
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(b) a subsidiary of Licensee or any other subsidiary 
of a company of which Licensee is at that time a 
subsidiary, 


fee payable hereunder shall be computed on the fair mar- 
ket value of such items subject to fee. 


Section 8. Licensee shall keep full, clear and accurate 
records with respect to items subject to fee. Western 
shall have the right through its accredited representatives 
to examine and audit at all reasonable times all such 
records and such other records and accounts as may under 
recognized accounting practices contain information bear- 
ing upon the amount of fee payable to it under this agree- 
ment. Prompt adjustment shall be made by the proper 
party to compensate for any errors or omissions disclosed 
by such examination or audit. Neither such right to ex- 
amine and audit nor the right to receive such adjustment 
shall be affected by any statement to the contrary, appear- 
ing either on checks or otherwise, unless such statement 
appears in a letter, signed by the party having such right 
and delivered to the other party, expressly waiving such 
right. 


Secrion 9. Within sixty (60) days after the end of each 
semi-annual period ending on June 30th or December 31st, 
commencing with the semi-annual period during which this 
agreement first becomes effective and continuing there- 
after until all fees payable hereunder shall have been re- 
ported and paid, Licensee shall render to Western a state- 
ment, in a form acceptable to Western, certified by a re- 
sponsible officer of Licensee, as to all items subject to fee 
which are sold, leased or put into use during such semi- 
annual period and the net selling price of such items or 
(where fee is based on fair market value) the fair market 
value thereof, and showing the amount of fee payable 
thereon. If no such item subject to fee has been so sold, 
leased or put into use, that fact shall be shown on such 
statement. Each such statement shall also identify trans- 





CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 334] 


actions of the character described in Section 7 of this 
Article III. At the time of rendering any such state- 
ment Licensee shall, irrespective of terms granted or col- 
lections made on account of any item subject to fee, pay 
to Western the fees shown by said statement to be pay- 
able hereunder. Licensee shall furnish whatever additional 
information Western may reasonably prescribe from time 
to time to enable Western to ascertain which items sold, 
leased or put into use by Licensee are subject to the 
payment of fee hereunder to Western. 


Section 10. Fee payments provided for in this agree- 
ment shall, when overdue, bear interest at the rate of 
six per cent (6%) per annum until paid. 


Section 1l. Payment to Western under this Article 
III shall be made in United States dollars at its offices 
at 195 Broadway, New York 7, New York. 


ARTICLE IV 


MISCELLANEOUS PROVISIONS 


Section 1. No rights are granted herein with respect 
to the inventions of any patents. 


Section 2. Western believes that the technical informa- 
tion to be furnished hereunder will be true and accurate, 
but Western shall not be held to any liability for errors 
or omissions therein. 


Section 3. Nothing contained in this agreement shall 
be construed as 


(a) an obligation upon Western to furnish any tech- 
nical information other than that specifically 
identified in the Schedule attached hereto or to 
revise, supplement or elaborate upon the technical 
information furnished hereunder; or 
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(b) 


conferring any right to use in advertising, public- 
ity or otherwise any trade-mark, trade name or 
name, or any contraction, abbreviation or simula- 
tion thereof, or, without limitation of the general- 
ity of the foregoing, any right to represent, di- 
rectly or indirectly, that any product produced 
in whole or in part with the use of technical 
information furnished hereunder is a Western 
Electric or a Bell System product. 


Section 4. Western makes no representation or war- 
ranty that the use of technical information furnished here- 
under will not infringe any patent rights of any third 
party and it is understood and agreed that it shall be the 
sole responsibility of Licensee to make such determina- 
tion as is necessary with respect to the acquisition of li- 
censes under patents of such third parties. Western shall 
not be held to any liability with respect to any claim made 
by any third party on account of the use of such technical 
information. 


Section 5. Licensee agrees: 


(a) that neither it nor its subsidiaries will use such 


(b) 


(c) 


(d) 


technical information except as hereinbefore pro- 
vided ; 


that it and its subsidiaries will keep the technical 
information confidential ; 


that neither it nor its subsidiaries will, without 
Western’s express written permission, make or 
have made, or permit to be made, more copies of 
the technical information than are necessary for 
its or their use hereunder; 


that neither it nor its subsidiaries will make any 
procurement information contained in such tech- 
nical information available to suppliers or pros- 
pective suppliers except on the agreement in writ- 
ing (of which a copy will be furnished by Licensee 
to Western if requested) of such supplier or pros- 
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pective supplier that it will keep such procurement 
information confidential and will not use it except 
for the purpose of supplying to Licensee or its 
subsidiaries materials, manufacturing facilities, 
parts or components described therein; and 


(e 


— 


that upon the termination or cancellation of all 
Licensee’s patent licenses to manufacture equip- 
ments pursuant to the aforementioned patent li- 
cense agreement, or upon termination of all rights 
granted to Licensee hereunder pursuant to Article 
V hereof, Licensee will upon request return all 
documents furnished hereunder, and all copies 
thereof then under Licensee’s or its subsidiaries’ 
control. 


Section 6. Any notice, request or statement hereunder 
shall be deemed to be sufficiently given when sent by 
registered mail and, if given to Licensee, addressed to 
Licensee at its office as above specified, or, if given to 
Western, addressed to Western Electric Company, In- 
corporated, at 195 Broadway, New York 7, New York, or, 
in either case, at such changed address as either party 
shall have specified by written notice. 


ARTICLE V 


TERMINATION 


If Licensee shail fail to perform one or more of its 
obligations under this agreement, Western may, upon elec- 
tion and in addition to any other remedies that it may 
have, at any time terminate all the rights granted by it 
hereunder by not less than two (2) months’ written notice 
to Licensee specifying any such breach, unless within the 
period of such notice all breaches specified therein shall 
have been remedied. 
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ARTICLE VI 


CoNSTRUCTION 


The construction and performance of this agreement 
shall be governed by the law of the State of New York. 


ARTICLE VII 


DEFINITION 


A ‘‘subsidiary’’ is a company the majority of whose 
stock entitled to vote for election of directors is now or 
hereafter controlled by the parent company either directly 
or indirectly, but any such company shall be deemed to be 
a subsidiary only so long as such control exists. 


In Witness WuHEREor, the parties hereto have executed 
these presents and have affixed their seals this day 
of 


Western Exxotric Company, LycoRPORATED 


ao ¢ vip cee piceusen ene see enol see annie on 
Patent License Manager 
Attest: 
Secretary 
PL SUS Pe RCE eR eee aaae ce cetenbarehes ae 
Attest: 


Secretary 
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INTERELECTRONICS Corp. 


August 1, 1956) } 


} 
; 


Mr. M. H. Pintell 

INT ERELECTRONMICS COXPOKATION 
Pu 4> Grandi Conecource 

New Yori 55, New York 


P - Lf i Gin 
Near Mr. Pintell: 


Pursuant to our discussion of July 30, 
1956, the following items sre enclosed for your 
examination: 


| 
| 
| 
| 
| 


A specimen copy of our Transistor 
License Agreement which is now 

in the process of being revised 
to comply with Section X of the 
recent Consent Judgment, 


Section X of the Consent Judgment, 


A list of Pell Systen U. &. patents 
applicable in this fiel4 with those 
of major impertance applying to 
devices checked, and 


A statement relating to a moitifica- 
tion of royalty rates which we 
intend to place in effect. 


I would alec like to reiterate that we 
intend to make availatle to the trade in this field 
agreement which will not involve a $25,000 prepayment 
of royalties. However, under this a 


practice to supply licensees in 3 el “an e the — 
“Olt agreement Erich Involved the jown payment, 














Very truly yours, 
Uri sir Lened By 
F. Mascarioh 
PF. MASCARICH 
FM:GF Patent License Engineer 


——— 
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SarRKEs Tarz1an, Inc. > Zz Yd G 





On June 4, 1956, transistor licensing problems“ 
were discussed with Mr. Sarkes Tarzian at his office in’ 4 
Bloomington, Indiana. Mr. F. Mascarich was also present. “ 


Mr. Tarzian's attorney, Mr. C. B. Dutton, had 
written two letters earlier to the effect that Tarzian's 
down payment of $25,000 should be refunded in connection 
with their cancellation of the license agreement for 
transistors. 


Mr. Tarzian was asked whether anything now or 
back during negotiations had caused him to be dissatisfied 
with the agreement. He said "no". He and his attorney 
had merely considered that inasmuch as they would use only 
pre-decree patents when they began productvon~ and Tad not 
be uction by January. 24,.1956, they would simply 
prefer t6 defer their decision concerning a royalty-bearing 
license until the post-decree patents began to issue. 


He was asked what his views were as to technical 
information. He said that from long employment with RCA 
and subsequent dealings with them, he had always considered 
that technical information began to be available to patent 
licensees when they became licensed and ceased to be made 
available when the patent license terminated. Upon being 
told that Western regarded its technical information as 
its own property, to be dealt with apart from patents, 
he was surprised; but on reflection, he felt that this 
was reasonable. However, it was a point of view that had 
never occurred to him or his attorney, they having dealt only 
with the printed form of Western's license agreement. 


He said that his company had used none of Western's 
| technology, having elected as an alternative, to continue 
with the technology used by a company (Silicon Products) 
which they had bought as of January 1, 1956. He indicated 
that results were not at all satisfactory; however, he had 
not endeavored to use Western's methods and did not plan 

to do so because they had not appeared to him to be of 

proven usefulness for rectifiers. 


Under these circumstances, Mr. Tarzian asked what 
Western would wish to have done concerning the technical 
information. It was suggested that he return the written 
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2. 


portions of it and he said he would be willing to do so. 

He asked whether the full $25,000 would then be necessary 
to satisfy Western, and was told - not necessarily. He 
asked what Western would consider fair and it was suggested 
that the $25,000 be split evenly, half being returned to 
hin. 


Mr. Tarzian said that the point of view ex- 
pressed (that of value inhering in the technical information) 
was so unfamiliar to him and had arisen so unexpectedly, 
that he would be obliged to reflect for a few days and 
would let Western know his views later on. He reiterated 
that he saw nothing unreasonable in Western's concept. 





In the course of the discussion, it was noted 
that no part of the $25,000 was necessarily returnable 

to him and that he might elect to proceed on purely legal 
grounds. It was also noted that should he desire to come 
in later on for technical information (as he said might be 
the case), $25,000 would continue to be a prerequisite. 
He asked whether Western contemplated two forms of agree- 
ment; one for patents and another providing for a down 
payment of $25,000 and providing also for technical 
information; and he was told that such is Western's 
present thinking. 











It was considered that Mr. Tarzian was genuinely 
surprised to learn of Western's thinking as to technical 
information and was unwilling to commit himself until he 
had discussed the matter with his lawyer. 


It also appeared that his company had made little 
or no use of what they had learned directly from Western 
and had no immediate plans for doing so. Mr. Mascarich 
considers that in the next two or three years, Bell System 
patents will issue relating to the technology now in use 
by Sarkes Tarzian. 


\ \ 65 WA a 
(yh OMY Ale 


— a“ 
CIB:GS -C. I. BAKER 
Copy to: 
H. Latimer 


H. C. Anderson 
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' 
iy April 17, 1955X-£ 
aa N\ yo 
ad ‘ , 
i si . ee. 
Western Electric Company, i 
Finance Division, are Ol oe 
195 Broadway, t ' 


New York 7, New York. s 


Re: Sarkes Tarzian, Inc., License Agreement 
dated November 3, 1955 a 


Attention: Mr. H. Latimer, Patent License Manager 


Dear Mr, Latimers 


Mr. Sarkes Targian, President of Sarkes Tarzian, Ince, 
has asked the undersigned to reply to your letter dated February 17, 
1956, in which your Company offers to place the licenses granted 
by subject agreement on a royalty-free basis with respect to all 
patents issued prior to the date of judgment in U.S.A. v. Western 
Electric Company et al. 


Although we appreciate the spirit in which your letter was 
written, we feel that under the circumstances affectinz the subject 
agreement, the Tarzim Company should exercise its right to cancel. 
To the extent its products may be considered covered by your patents, 
Sarkes Tarzian, Inc., will avail itself of the privilege extended under 
Section X (A) of the consent decree. If Western Electric Company 
hereafter is granted patents on inventions useful to our client, it 
will be glad to pay a reasonable royalty fee for the privilege of 
using such patents. 


In view of our client's decision to cancel subject license 
agreement, we feel that it should have returned to it the $25,000.00 
advance royalty payment which was made pursuant to the terms of 
Article II, Section 1, of the ayreement. No products were manufactured 
or sold by Sarkes Tarzian, Inc., under the license agreement prior to 
the date of the consent decree (Jmuary 2, 1956), and therefore there 
can never be any royalty payments to credit against this amount, As 
stated in Article V, Section 1, the license agreement did not contemplate 
payment for manufacturing or technical information, so no credit can 
arise from this source, 


We have noted that Article II, Section 1, of the license 
agreemen* states "in no event @hall any portion of such sum be refunded 
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Western Electric Company -2- April 17, 1956 


to licensee", We feel, however, that this recital cannot be given 
weight in view of the fact that your Company hos valuntarily, 

under judicial sanction, agreed that all existinz licenses may be 
cancelled, and that it will not collect royalties on any of its 
existing patents, In our opinion, absent a special court ruling 
(which we do not find in the decree), you camnot comply with the 
Court's order without refunding our client's unused advance payment. 


Possibly this same question has been mised heretofore by 
other licensees. If so, we shall be glad to receive your comments, 
Otherwise we will appreciate your advice as to when our client may 
expect to receive its money. 


Yours very truly, 


V 


? 


SBD sjb 
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a“ ye 


April 25, 1956 


hr. C. 3. Dutton 

DUTTON & KAPPES 

716 Guaranty suilding 
Indianspolis 4, Indiara 


Dear Kr. Dutton: 


This is in reply to your letter of Aoril 17, 
1956 marked to the attention of ¥r. Latimer. 


Ae appreciate your frank appraisal of the effects 
of the recent judgment entered ageinst us on the natent 
license relations between our companies as well as your 
desire for 4a refund to Sarkes Targian Inc. of the $25,000 
payment made by it in connection with the ‘November 3}, 
195© license agreement. 


s@ cannot agree with you that there can never 

be any royalty nayments credited against this amount 
because under the agreement you have acquired rights under 
patents issved subsequent to January 24, 195€, the date or 

e final judgment. Furthermore, curing the recent Diffusion 
Symposium held for the benefit of our licensees at our 
Laboratories and during a visit to our manufscturing 
facilities at Allentown, your engineers observed a technology 
and acquired engineering data and speci“”ications which 
included many inventions on which we have pending »vatent 
applications. It is, therefore, quite likely that future 
royalties will be applicable against this paynent. 


he regret that, after further consideration of 
the provisions of the said license agreement between our 
comoanies and of the final judgment, we are still of the 
opinion that the $25,000 is not refundable should Sarkes 
Tarzian elect to cancel. However, if you wish, we should 
be pleasec to further discuss this matter with you because 
we sre reluctant to appear arbitrary without 4 “iscussion 
of all of the implications. men 


Very truly yours, Prom REE ny 
V pec Ivey id 
‘ ened By ri 
F. Mascarioh “D, No, 
¥, BASCARICH 
Pk :GF Patent License Engineer 


i Copy to: W. R. Woodward. {er 
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A. T. OD. 
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G. F. 

DUTTON & KAPPES H. K.H 

7) WMIMMEGUARANTY 6 NG H. S. K. 
INDIANAPOLIS 4, INDIANA G. S. 
R. Ww 
cnaie k Meee FILE 

ad ghwar May 7, 1956 


Mr. F. Mascarich 

Patent License Engineer 
Western Electric Company 
.9% Broadway 

Wew York 7, N. Y. 


Re: Sarkes Tarzian, Inc. 
License dated November 3, 1955 


Dear Mr. Mascarich: 


Last week I had an opportunity to discuss your letter of April 25 with Mr. 
Tarzian. Previous to our conference he had discussed the matter with Mr. 
Eannarino. 


Although Mr. Tarzian wants to remain on friendly terms with your company, 

he is very firm in his belief that the $25,000 downpayment against royalties 

expected to arise under the agreement of November 3, 1955 should be returned. 

™ the event your company should develop either production know-how or 
centable inventions which would be useful to the Tarzian Company he will 

be happy to discuss such developments with you at the time, and will make 

arrangements to pay whatever license fees are then considered appropriate. 

He is not, however, willing to gamble so large a sum against the speculative 

possibility that your scientists and engineers may someday produce something 

of value. 


In my letter of April 17 I asked for information concerning any part of the 
recent decree which ruled that you were entitled to retain advance payments 
ie in connection with license agreements rendered royalty-free under the 
.-cree. You have not drawn any such provision in the decree to my attention 
and I assume therefore that this question was not specifically passed upon 

by the court. As I explained in my earlier letter, we cannot understand 
how you can take the position that such deposits are not refundable since 
you vcluntarily have given the right of cancellation to all licensees. We 
feel that if we were cancelling for any reason other than to take advantage 
of the cancellation privilege voluntarily given, but which is subject to 
Jjndicial enforcement, your claimed right to retain the advance payment would 
t on definite principles. It is, however, completely inconsistent with 
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Law Orrices 
DUTTON & KaPpPpes 


e decree to retain royalty payments against whicn no credits have arisen ) 
after such agreement nas been cancelled. 


Under the circumstances, there would appear to be no reason for a personal 

ec-ference at this time. I will be glad to take this matter up further with 

r ‘esentatives of your Legal Department or, alternatively, I feel I should 

make inquiry directly to the Department of Justice and the United States 

District Court for the District of New Jersey. Your cooperation in disposing 
this matter as quickly as possible will be appreciated. 


Very truly yours, 


Lior 


, 


CBD:njd 








CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3353 


Ft 


RADIO STATION WTTS 
AB AFFILIATE 


Y 
inc 


SaARKES TAR ZIAN. INC. 


EAST HILLSIDE DRIVE — BLOOMINGTON. INDIANA 


October 1, 1956 


Mr. C. l. Baker 

Western Electric Company 
195 Broadway 

New York 





New York 


Dear Mr. Baker: 





Il am writing to give you our final decision with respect to the 


“Transistor License Agreement." 


In view of (1) the January 24, 1956 consent decree and (2) the 
fact that up to that date we had not sold any rectifiers or transistors and 
(3) it was only a few months prior to this date that we had entered into an 
agreement with you, we feel that it will be advisable to terminate our 
present agreement and to not sign a new one. 


Il realize that you have given us certain pamphlets and books 
overing the period prior to consent decree for which I feel we should pay 
nu. I feel that a payment of 2000 dollars will amply cover these items. 


We would like to receive a check for 23,000 dollars to cover the balance, 





As I discussed with you in our New York conference, whenever 
we infringe on any Western Electric patent, we will of course make 
1€ ssar arrang t vith you, As of nowt products we are producing 
ot fring we of 41 msent decree 
l also feel that, prior to January 24, we did not receive (nor 
d Western possess) information and "know how’ which would enable us to 
go into commercial manutacture of silicon rectifiers and compete with 
selenium types We id to buy this "know how" from others as well as 
pend a great deal of money ourselves t put a practical silicon rectifier 
ito r ¢ i t ) 
‘ t ly yours, 
SARKES TARZIAN, INC, 
< 
Sarkes Tarzian 
President 
STivf 


Ra0i0 & Tv t PMENT © ELEVISION TUNERS * SELENIUM RE riers * ARI4B8LE AR Te MMERS 
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October 4, 1956 BS 





Sarkes Tarzian, Presijent 
SARKF S TARZIAN, INC. 
415 North College Avenue 
Eloomington, Indiana 


Dear Mr. Tarzian: 


This acknowleiges receipt of your letter 
of October 1, 1956 to Mr. C, I, Baker. 


Mr. Paker will return from vacation on 
Cetober 15. I am sure that, upon his return, Mr. Baker 
will be in touch with you promptly with regard to 
action in connection with our Transistor License Agreement. 


Very truly yours, 


Original] Sicned By, 
A T. David 
A. T. DAVID 
Patent License Engineer 


ATD: CF 
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O9204-A 
Sarkes Tarzian 


October 9, 1956 
MEMORANDUM FOR FILE 


A conference was held in Mr. H. C. Anderson's 
office on October 4, 1956 to determine what steps should 
be taken in the matter of Sarkes Tarzian, Inc. Mr. David 
circulated copies of recent correspondence with Sarkes 
Tarzian. 


It was decided that Messrs. A. T. David and C. I. 
Baker would prepare a letter to Sarkes Tarzian by which a 
cancellation of Sarkes Tarzian's licenses under its transistor 
agreement would be acknowledged and it would be deemed, 
subject to Sarkes Tarzian's acceptance, to be effective as 
of January 24, 1956. It would also be stated in the letter 
that upon acceptance of the letter Western Electric would 
refund to Sarkes Tarzian a certain sum, presumably $21,000, 
of its payment under its transistor license agreement, this 
sum to be discussed informally with Sarkes Tarzian in advance. 


The proposed letter will be reviewed by Mr. Anderson 
and by the Patent Division. It may be found desirable to 
have the letter refer specifically to cancellation of licenses 
under the consent judgment to make it clear that no 
termination of the agreement by agreement between the parties 
or pursuant to any provisions of the agreement is involved. 





/ ta (\ 
[ Au , { 7 wi 
| (: tt i ro (/ 


WRW : GW WM. R. WOODWARD 


“B. {4 pr rua CT; Crvenrd, ane #6 / I. f ff. “— 
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MEMORANDUM FOR FILE .o* 


1 raven 


FILE: _ 


On Tuesday, October 16, 1956, the Sarkes Tarzian 
agreement for Transistors was discussed with the company's 
president, Mr. Tarzian, by telephone. 


As indicated in an earlier letter, Mr. Tarzian 
wishes to cancel his company's patent license under pre- 
decree patents. He recognized that the down payment of 
$25,000 related to technical information; and in our 
conversation felt that $+,000 was satisfactory compensation 
to Western for its out-of-pocket. Western will return 
$21,000 to him upon his execution of a letter to be 
forwarded within the next few days. Meanwhile, Mr. Tarzian 
will collect the technical information supplied to his 
company ani return it to us. 


A royalty-free license under pre-decree patents 


is to be prepared and forwarded for Sarkes Tarzian's 
execution. 
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OCT 9 f 1956 


SAWS TARTIAN, THC. 
415 i orth College Avene 
bloomington, Indiiens 


Attention: “r. ©. Terzian 


Centlemen: 


This is in reply to your letter ‘tated 
Cetoter 1, 1°56 relative to the treneistor license 
‘etween us Jated hovemter 2%, 1955 and will corfirm 
‘ry. C. I, Caker'se telephone corvereation with 
“ry, Tarzian on Cetober 16, 1956. 


On April 17, 195€, your attorney, 
ir. C. &. Dutton, wrote to me concerning cancellation 
of your licenses, This is to sivise that we ccnsiier 
“r. Outton's Letter as written notice of cancellation 
of your licenses pursuant to Section X, feragraph F 
of the Consent Juigment of Janusry 2, 1956 which, 
accoriingly, terminates your o>ligation to pay royalty 
under the license agreement with respect to any enuip- 
ment not ranufacturet, soli, leased or put into use 
urder such licenses prior to such notice. “urthermore, 
de are willing ani propose to make the cancellation cf 
your licenses effective retroactively to January 7+, 1956. 


we are sorry to learn that you feel tat 
the tecnrical information received from -iestern has 
net been of valne to you to fate ani that you jo not 
contemplate its use. Consequently, it is cur unier- 
staniting that you are willing to return the written 
information which you have received ant tat we may 
expect its return shortly. 


Pursuant to a proposal maie by cur “r. CC. I. 
-aker ani to which you concurred, we are preparei to 
refund $71,990 to you ant to ieem the belance, navely, 
£4 00 of the 3°£,000 psi4t cr execution of the aforenentioned 
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avreerent, as compengsstion for coets incurred ty us 
‘vereunter, 


If this propossl is agreeatle to you, 
#il? you please execute both copies of this letter 
ani return one to us. Mpon receipt of tiie executed 
letter and the writter, technical informstion noted 
atove, we wili fimmetiately forward 8 check for $71,000. 


Very truly youre, 





N°ETARL BLYCTRIC TOMPARY, TECOSFCRATED 


e 





‘atent License snager 


ACCEPT RD, 


SACY Ss TARZIAN, INC. 
a a 
a}. J 


Bresijent cs 
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XII. INTERROGATORIES 2 Te4 


1. Question: Does not an applicant who takes out a reciprocal 
patent license and pays the technical information charges under 
your post-decree transistor procedures get virtually the same 
package that a pre-decree licensee got under his patent agree- 
ment? 


Answer: An applicant so desiring can obtain virtually the 
same patent licenses and technical information that a pre- 
jJecree licensee got. To do so the applicant must make the 
same initial payment of $25,000 (to be credited against future 
royalties) that the pre-decree licensee made. The ultimate 
cost to the post-decree applicant will not be greater and in 
most cases will be lower because (a) our pre-decree U.S. patents 
are now royalty free and (b) the royalty rate applicable to 
post-decree patents has been drastically reduced. Other t 

{cal information 
the decree, and 


ech- 
of a kind now required to be furnished under 
not made available before the decree, will be 

irnished upon payment of charges determined in accordance with 






he decree. For details, see statement entitled "Licensing 
Policies and Practices of Western Electric Company Respecting 
Transistors Before and After the Final Judgment", dated January 
15, 1955, previously submitted to the Committee. 

Question: Is the transistor situation not an instance where 


i _— — + a ~ c - Co aca e Yr Qc \T 
AT&T employed charges for technical information to assure receifr 


of revenues that it had lost by virtue of having pre-decree 
patents made royalty free? 


Answer: No. Since the decree we have not solicited any 
applications for transistor technical information, have in 
fact had no such applications, and have not entered into any 
transistor technical information agreements of any sort. 


26086 O—58—pt. 2, vol. 2 62 
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XII. DOCUMENTS 


LICENSE TO THE UNITED STATES GOVERNMENT 


ci iT 
cone 


Uibitd waadie. sneha TT AP kr BS 
vashincton, ve ve 


euruary 17, 1956 


american ieleyhone ami i'ele,raph Company 
195 sroacday 
New York 7, New York 


Vear : ire: 
ln accorciance with (ection »% of -inal duck ment in the 


United tates Listrict -ourt for the Jistrict of New Jersey 
(dated 2, Jamary 1946) in the case of United ‘tates of 
















America ve. astern -.lectric Can Ince A oan 
i :@ U . Action 440. )» 
apy s nereby male .or a nonexclusive, royalty-free 


licenso umier all clains of ail uxintin,: and iutur bell 

. ystem patents (as aefined in Leetion Li of the Judjment) 
under wiiich licenses or sublicensi:, rights were exchanged 
uxier the ".—2 sreocent" referrea to in vestion II a the 
Jud. pent, to make, have mado, use, lease ani sell any oyuip~ 
nent covered oy such patonts. 


It is requested U:at the license: 


(1) be pranteud to the owarment of the (United 
: uates of america. 


(2) inolude a rovalty-itree ~ra.t of immunity 
under al] forei,;: patents owned or con 
‘rolled oy you, estern lectric .aapany, 
ince, or tie suvsidiaries of either, re- 
lating to the sale or use abroad af equip- 
ment samifactured unier tie license, as 
provided in subsection (:) (3) of >ection 
. af the tinal Jucd, ment. 


(3) cw for the tld unexpired some of the 
patents under wiiah the lice we is ,raited. 


(i.) ~ effective os of 2 Jamary 195. 


vce 
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(5) Include the rig't to grant eubliceness, 
wader gush United States end esrrespending 
foreign patente and applications, te fereiga 
govermments ag the matienal interest of the 
imiteid States may require. 


It ie Martoer requested that, in aecerdance with Seetien 
II of the Final Jutguent, you or sestern Sleetric Os., Ine., 
fwrnie: a list, prepared as of 1 Jammry 19%, of wempired 
patents ened by you, western Slectrice Company, Ine., or the 
subsidiaries of citer, identified with the elassifiestien of 
the Inited States Patent Office on the date of iesue ef such 
patents, and that you furnish a eopy ef the Lieenee here re- 
quested te saeh licensee of you, Vestern flectrie Osnpany, 
Ine., or the eubsidiaries ef either, know or believed yy you 
to be a supplier to the Gevernuent ef equipment covered ty 
eueh patents. 


Yours very truly, 
WAPES4 3, SURGER 


Agistant Attorney Jeneral 
Givil Divisien 


By: /e/ T. tayvard Brow 


T. Hayward Brew 
Chief, Patent Seetien 











3362 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 
a * Ez 


AMERICAN TELEPHONE AND TELEGRAPH COMPANY % 


vs 
195 Broavoway. NEw YORK 7.N Y 


EXcHaNGE 33-9800 


ah _ Zk tea ' February 21, 1956 
— Cx Srna hone, of, | lw 
SEI "hes Ree Lt] 


Mr. E, J. Kane, Manager, Patent Licensing V 
Western Electric Company, Incorporated 
195 Broadway 
New York 7, New York 
Dear Mr. Kane: 

I enclose a copy of a letter of February 17, 
1956 from Mr. T. Hayward Brown, Chief, Patent Section, 
United States Department of Justice which was discussed 


during our conference this morning. 


There is also enclosed a copy of my acknowledgment. 


Very truly yours, 


D3. 





Enclosures 





CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3363 


qe > 2 Ae 
a } 
Ny Prt 
~ 


(y 


4 
gs 


~ 


kb 





4 
/ 
a 


February 22, 1956 


MEMORANDUM FOR FILE: 


I called ir. 4. Hayward srown in connection 
with Assistant attorney General warren E. surger's letter 
to us of February 17, 1956 regurding licenses under the 
Decree. 


Mr. Brown mentioned that his first information 
concerning the Decree was when it appeared in the news- 
papers. aS a result of the Decree various departments of 
tne Government nad inquired as to obtaining royalty-free 
licenses and the general consensus was that the Attorney 
General's Departuent should handle the matter. 


He said that he would be available any day next 
week except Monday for a coniterence in Washington. 


T. Hayward Brown 

United States Department of Justice 
Securities und Exchange Commission 
Room 201, South Building 

171 Indiana Avenue 

Washington, D.C. 


Telephone: Repubdlic 7-820U - Ext. 152 
Republic 7-7500 - Ests. 7007, Z011 
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UNITED STATES DEPARTMENT OF JUSTICE * 


WASHINGTON, D. C. 





February 8%, 1956 
cot I ee Seto tte ete 

wid: mal 

60-9-96-7 


Tre Pantages 
Room’ 3 Baker 202 
Weshingten, D. C 
Re: Patests Subject to Licensing Untar 
Twigmnt ia United States v. ARF 
Dear Sir: 


Is @ reeent comferemece with Mr. Hollabaugh you aad other 
patest counsel in the defence agencies expressed az interest 
im soeing the list of patents which would be filed ia accord- 
ence with the A.T. & T. judguent. 

I enclose a document entitled "Bell System Owned United 
States Patents in Force on Jammry 1, 1956." When additional 


copies become available we will send you more copies. 


@RARLET 3. ; 
\ aacasnans sicily einiiied =: @ oe 
Amtitrust Divisien 
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March 1, 1956 


MEMORANDUM FOR FILE 


Re: Government Application for a Patent License 


At 10 A.M. Wednesday, February 29, 1956, Mr. 
Whitfield, Mr. Kane and I called on T. Hayward Brown, Chief, 
Patent Section, Department of Justice, at his office in 
Room 201, Securities and Exchange Commission, South Build- 
ing, 131 Indiana Avenue, Washington, to discuss Mr. Brown's 
letter of February 17, 1956. In addition to Mr. Brown, 
there were present Mr. Lawrence Glassman of the Signal 
Corps, and Lieut. R. Welch Pogue, representing Col. G. F. 
Westerman of the Army J.A.G. Patent Division. 


Mr. Brown explained that the Civil Division of the 
Department of Justice had not known anything about the con- 
sent decree until he had read about it in the newspapers. 
Shortly thereafter various agencies of the Government in- 
quired as to the possibility of obtaining licenses under the 
decree, He said that it was thought desirable for the Civil | 
Division of the Department of Justice to take over the matter, 
on the theory that they were the attorneys representing the 
interests of all branches of the Government. 





Mr. Kane explained that we had already taken steps 
to advise our existing 800 licensees, holding about 1100 
license agreements, that we were prepared to make their li- 
censes royalty-free under patents issued prior to January 
24, 1956, without the necessity of their making application 


under the decree. He said that these 800 licensees undoubted- 
ly included most of the suppliers of electronic equipment to 
the Government. He said that there were undoubtedly other 


Suppliers who were not already licensed, but we were ready and 
anxious to enter into negotiations with them under which they 
would be granted royalty-free licenses under these patents. 

He explained that our primary interest in our licensing pro- 
gram was to obtain grantbacks. It was brought out that the 
consent decree recognized this legitimate interest by setting 
up a procedure under which we were entitled to require a 
grantback in connection with any grant of licenses. 


Mr. Brown said that, in view of the availability 
immediately of royalty-free licenses under the decree to our 
licensees, there probably was not too much point in the 
Government obtaining licenses in order to get the benefit 
of the royalty-free provisions of the decree with respect to 
equipment furnished to it. He also recognized that the 
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“have made" provision of a license to the Government would 
have an adverse effect in obtaining grantbacks from Govern- 
ment suppliers. He indicated that his primary concern 

was not the Bell System's interest in the grantback, but 
that since Western was a large supplier to the Government, 
he considered it was in the interest of the Government that 
Western have an opportunity to get these grantbacks. 


At one stage of the discussion, Mr. Brown observed 
that the Government perhaps would need a license covering 
its own operations, as distinguished from a "have made" 
privilege which would cover its suppliers. Mr. Whitfield 
observed that the Government had never raised any question 
about its use of our patents in its own operations. 


Mr. Glassman inquired as to the scope of B-2, 
referring to the fact that the obligation in the decree to 
grant royalty-free licenses was defined in terms of patents 
issued prior to the date of the Judgment under which licenses 
were exchanged under B-2. Mr. Kane told him that he should 
assume that all Bell System patents issued prior to January 
24, 1956 were included except those of Teletypesetter Cor- 
poration. Mr. Glassman seemed to be particularly concerned 
in having it made clear to him that patents of Teletype were 
included in the royalty-free obligation. 


Mr. Brown expressed interest in the letters which 
we had sent to licensees advising them that we were prepared 
to make their licenses royalty-free under pre-decree patents, 
and Mr. Kane agreed to send him a dozen copies. 


It was suggested to Mr. Brown, and he agreed, to 
supplement his letter of February 17, 1956, to us, to the 
effect that the request contained in this letter could be 
deemed suspended until such time as the Government wished 
to renew it. On this basis it was agreed that we need not, 
at this time, discuss the details of a license agreement 
with the Government. 


H. C. ANDERSON, JR. 


ere 
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1 Mareh 1956 


“-MORANDUM PCR THE FILE 


SUBJECT: 15 Pebruary 1956 Meeting with Mr. Hollobaugh (Antitrust Division, 
Justice) rer IBM and AT&?® Consent Decrees. 


l. Subject necting was called by Colonel Westerman in order to obtain 
the views of the Antitrust Division as to how the Government eould benefit under 
the terns of the consent judgments and decrees entered againet Acerican Telephone 
and Telegraph Company on 24 January 1956 and International Business Machines 4 
Corjwration on 25 January 1956. A list of those in attendance is attached, 


2 Mr. Hollobeugh stated that he was more familiar with the [BM case 
than the AT&T case, He stated that the main impact of the decree in the IBN 
case was on the tabulating cards and machinery industry rather than the eleo- 
tronic computing industry. He stated that the principal benefit to the Govern- 
ment will prolably be the provisions of the decree requiring IBM to offer for 
sale the tabulating machines which it has previously made available only on & 
lease basis, ‘With respect to the patent aspects of the decree, Mr, Hollobaugh 
noted t:at the patents on tabulating cards and machinery are required to be 
licensed to any applicant on a royalty-free basis and that the other patents 
are required to be licensed on a reasonable royalty basis. He noted paren- 
thetically that IY had defended the case on the substitute product 
presently being considered by the Su Court in the Cellophane case (United 
States v. duPont—eee 118 ¥, Supp. 41 Cc. Del. 195 





3. Mr. Hollobauch stated that a list of the pstents involved in the ATa? 
decree is in preparation and will be furnished to the Antitrust Division by 
the defendants (AT&T and Yestern Klectric) in March 1956, He stated that he 
was somewhat unfamiliar with the detailed provisions of the decree in the ATa? 
case, 


4. Everyone at the nevting favored prompt submission of requests to 1M 
and AT&T for a royalty-free license to the Goverrment under the patents involved 
in the decree, There was considerable discussion as to the proper person te 
sien the requests. Mr. Hollobaugh indicated that there miriit be some reluctance 
in the Justice Department to sim the requests since the Department had so 
recently nerotiated terms of the consent desrees, Although it was generally 
felt that Mr. T. Hayward Drow, Chief, Patents Section, Civil Division, Depart— 
ment of Justice, was the proper party, Mr. Hollobaugh reserved opinion om that 
question, Colonel Westerman volunteered to sim the letter in the event Justice 
felt iteelf unable to do so. 


5. Mr. Hollobaugh admitted at the conference that one defect of the decress 
was in the release provisions, which were phrased so ag to prohibit suite for 
past infringement wider "Title 35, United States Code, section 281 et seq*. It 
was pointed out that this terminology does not cover infringement by the Govern- 
ment or Goverrment contractors, which is treated in 28 U.S.C. 1498 


 Peeerpieremee 
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+34) POR FILE 
°UBRJECT: 15 Pebruary 1956 Meeting with Mr. Hollobaugh (Antitrust Division, 
Justice) -e: IBM and AT& Consent Decrees. 


6, It was noted that the licenses to be requested in accordance with 
paragraph 3 above should be made effective as of the dates of the decrees, so 
thet there would be no hiatus between the time after which the Govermment would 
be Licensed and the time covered by the release provisions of the decrees, since 
the Goverment mizht possibly argue that it was covered by the release provisions 
despite the defect noted above, 


7. The problem of sublicensing by Radio Corporation of America under 
the "B-2-Patente" was also discussed. Mr. Hollobaugh indicated that he expests 
RCA to continue their presert license structure and to minimise the values of the 
AT&T patents included in the package which they offer. The undersigned proposed 
that the Gowernmert disallow costs consisting of royalties paid by contractors 
to RCA under patents released under the AT&f conpert decree, on the ground that 
the Goverrmert will have a royalty-free license under these patents. ir. 
Hollobaugh indicated that the eontractore would not be pleased with such an 
arrangenent,. 


Sicr.ed 
1 Inel RICHAHD 4, POGUE 
List of Attendance at let Lt, JAQC 
Meet ing Paterts Division 
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March 6, 1956 





MF. LAWRENCE GLASSMAN 

Chief, Patent Procurement 3ranch, Legal Division 
Department of the Army 

Office of the Chief Signal Officer 

Washington 25, D.C. 

Dear Mr. Glassman: 

In eccordance with our conversation in Washington 
on February 29, 1956, I am sending you herewith copies 
of letters which we are in the process of sending to our 
licensees, together with s copy of my letter to Mr. T. 
Hayward S3rown regarding this subject. 


If I can be of any further help to you in connec- 


tion with this, please let me Know. 


Very truly yours, 


Ongwal Signed By 
E. J. Baas 


Manager, ratent Licensing. 


Attechment. 
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Western Electric Company {Xr 


INCORPC FATED 
FINANCE DiviIiSiION F 
195 Broaoway NEw Yorn 7, N.Y. 


H. LATIMER WOrtTtH 42-2100 





PATENT LICENSE MANAGER 


Gentlemen: 
Re: Patent License Agreement dated 


between your company and Western Electric 


On January 24, 1956, a consent judgment was entered 
in the government antitrust suit against this Company and 
American Telephone and Telegraph Company which disposed of 
the suit without trial or adjudication of any of the issues. 
Enclosed are Section X and the related definitions, which 
are the provisions of the decree relating to patent licensing. 


You will note that under subsection (F) you may 
cancel any of your existing licenses from us under patents 
of the United States and you may obtain new patent licenses 
by applying under subsection (AY. If, however, without other- 
wise affecting your existing patent ilcenses under the above 
agreement, you wish to have such licenses made royalty-free 
under all Bell System patents of the United States (other than 
patents of Teletypesetter Corporation) issued prior to the 
date of the judgment, we are willing to do this by amending 
the existing agreement between us as provided below without 
requesting any licenses under your patents in connection with 
such treatment. 


The license agreement between us above referred to, 
in addition to granting patent licenses to you, also grants 
rights to use technical information and provides for payment 
by you therefor. You will note that the anendment set forth 
below also modifies the obligation respecting payments for 
technical information. 


Specifically, we propose that the above agreement 
be amended by adding at the end of the first paragraph of 
Section l(a) of Article IV the following: 


"Anything to the contrary in this agreement, as amended 
notwithstanding, Licensee's obligation for fees hereunder 
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with respect to Quartz Crystals and Quartz Crystal 
Devices and maintenance parts thereof made hereunder 
after January 23, 1956 in the exercise of patent 
licenses or with the use of technical information 
shall be as follows: 


(4) no fee shall be payable by reason solely of 
the exercise of licenses under Western's 
patents issued on or before January 23, 19563 


(41) a fee of 1-1/2% of the net selling price (1% 
in the case of sales to the defense depart- 
ments of the United States Government) or 
fair market value thereof, as the case may 
be, shall be paid by reason of the exercise 
of licenses under any of Western's patents 
issued after January 23, 1956; 


(441) a fee of 1-1/2% of the net selling price (1% 
in the case of sales to the defense depart- 
ments of the United States Government) or 
fair market value thereof, as the case may 
be, shall be paid by reason of the use of 
technical information furnished hereunder; 
and 


(iv) a fee of 3% of the net selling price (1% in 
the case of sales to the defense departnents 
of the United States Government) or fair 
market value thereof, as the case may be, 
shall be paid by reason of both the exercise 
of licenses under any of Western's patents 
issued after January 23, 1956 and the use of 
technical information furnished hereunder." 


This letter is sent to you in duplicate and this 
offer may be accepted by signing and mailing a copy to 
Manager, Patent Licensing, Western Electric Company, In- 
corporated, 195 Broadway, New York 7, New York, on or before 
May 1, 1956. Thereupon this letter shall constitute an agree- 
ment between us effective January 24, 1956 amending the above 
existing license agreement. You will understand that the 


amendment provided for herein will not affect your obligation 
under the above agreement to pay the fees provided for therein 
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with respect to Quartz Crystals and Quartz Crystal Devices and 
maintenance parts thereof made prior to January 24, 1956. 


Your acceptance of this offer will not preclude you 
from, at any time, cancelling any license, applying for any 
license or taking any other action available to you, under 
the judgment provisions. 

Very truly yours 
WESTERN ELECTRIC COMPANY, INCORPORATED 
By 


Patent License Manager 


Enc, 
Registered Mail 


Accepted this day 
A | 


By, 
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Western Electric Company —_~] 3 


INCORPORATED . 
FINANCE DiviSiIONn 


195 Broaoway New YorK 7. N.Y. 


R. W. GOSNELL WOrtH 42-2100 


PATENT LICENSE MANAGER 


Gentlemen: 
Re: Patent License Agreement dated 


between your company and Western Electric 


On January 24, 1956, a consent judgment was 
entered in the government antitrust suit against this 
Company and American Telephone and Telegraph Company 

which disposed of the suit without trial or adjudication of 
any of the issues. Enclosed are Section X and the related 
definitions, which are the provisions of the decree 
relating to patent licensing. 


You will note that under subsection (F) you may 
cancel any of your existing licenses from us under patents 
of the United States and you may obtain new patent licenses 
by applying under subsection (A). If, however, without 
otherwise affecting your existing patent licenses under 
the above agreement, you wish to have such licenses made 
royalty-free umder all Bell System patents of the Mited 
States (other than patents of Teletypesetter Corporation) 
issued prior to the date of the judgment, we are willing 
so to amend the above existing agreement between us with- 
out requesting any additional licenses under your patents 
in connection with such royalty-free treatment. 


This letter is sent to you in duplicate and this 
offer may be accepted by signing and mailing a copy to 
Manager, Patent Licensing, Western Electric Company, 
Incorporated, 195 Broadway, New York 7, New York, om or 
before May 1, 1956. Thereupon this letter shali consti- 
tute an agreement between us effective January 24, 1956 
amending the above existing license agreement, You will 
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understand, however, that such amendment will not relieve 
you from pay ing eens on licensed equipments made 
prior to January 24, 1956. 


Your acceptance of this offer will not preclude 
you from, at any time, cancelling any license, applying 
for any license or taking any other action available to 
you, under the judgment provisions. 

Very truly yours 


WESTERN ELECTRIC COMPANY, INCORPORATED 


By, 
Patent License Manager 


Enc. 
Registered Mail 


Accepted this day 





of . 1956 





B TF ssncateidaheeaiaaeiiaeaaeiadiemaalaicae 





CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3375 


1}. Se (AVGAT SROV!I, Crier, Pcteit -cetion 
iLtcd ..tates Lenertaent of Justice 
:ecurities eid bxeherse Cor.i: sion 
lel indiana Avenue, Coith .ileorng 
s 


reStiing ton, |.vu. 
heer ife STIeNS 


Referring to our discission of reoruery <4, svf6, 


I aa seucing you herewith cocli-s " two ictters whic: ere 
ty, tcel of tnose being sent to our iicens#es who are 
comaitted tw pey royalties uncer ‘iited ctetes -sterits. 


The letter ideuticied with tr. <. -. vosneil's 
rane covers tne situc.tion where we are of ering royeity- 
ree treatuent ancer our Jilted .tutes si.tenrits Lssued 
prior to January ~4, 19% to our cross-lice:sees. A »sinor 
veristion of ti.is letter 1+ cSeing cent to licensees ‘rom 
whom we do 10t receive licenses. ‘Ine Letter identified 
with or. He. Uatiuer's rene covers the royelty-free treat- 
iént anver the evove ueritioned peteuts veine eccoraed to 
Guertz crystel licensees. 


#¢ [ aention<d in vir recent aiscussion, we reve 

éloroxiistely 7ED ilcensees iicensed under « proxinztely 
1,10 non-exclisive license edcreeucitse, urd tney sre ail 

rweing notitled of tiie availability of royslty-free iicenses 
uncer tne ;atenta »revioiusly reierred to. ihere ere some 
vertations in detail of tne letters gotay to our iice sees 
revgaired oy varictions in tie terns of tre Lice.se itreesects. 
yrever, i see no reison wi.y all Licessess wilu sot ruve 
evelleole tu them proavtly this rcyelty-Tree treetierit. 


Iv I can se of eny ft irtuner® Lela tc. yor in convec- 
tion with tris, -lsuse lt sé cine 
I um seiding @ covy of tis letter tu .r. Lavrence 


4 ’ 


jhaf€iai Or tne Cigna Cores. 


Attich:.rent. 


Copy to ir. Lawrence Glissuan 


26086 O 5S pt. 2, vol. 2 62 
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Barrer s be tosretl 
~ote are beter 
gh 4 B, Banteay 
re) a= Rw trie 
A} lr ‘pa wwe 77 6° 
Ay? 
V 


Mure: 8, 1956 


MF. we. De KILGORE 

United States Lepertment of Justice 
Antitrust Division 

wesiinzgton, L. C. 


Leor Mr. Ailgore: 


Mr. Cherles nyen of the «merican Telephone 
and Telegraph Compeny infcrmed me of your request for 
copies of the list of our Jnitec Staces petents in 
force at the beginning of this year. I om senaing you 
herewitn ten copies of this list. 


You also mentionec to Mr. hyen tuet you 
would like to heve w» copy of tne setter we cre sending 
to our present licensees offerin, ti:em roy: lty-free 
treatment under our United St.tes nvatents issuec orior 
to Janusry <4, 1956. I om attacning two specimen 
letters, tne one identified witn Mr. i. «. Gosneli's 
Mame releting to cross-iicenmse igreements enc thet 
icgentifiec with Mr. ii. Latimer's nome releting to 
agreements involving both psetents ana technicel informa- 
tion for quertz crystels. These are typical of the 
letters sent to our licensees, there being some 
variations in detail depending upon the subject matter 
of our license agreements. 


If I can be of eny furtner help to you in 
connection witn these matters, please let me know. 


Very truly yours, 
“nal Sioned 


Munsger, Patent wicensing 


attacniments 


Copy to ar. Charles Ryan 
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UNITED STATES DEPARTMENT OF yusTicah—/}'(/ - 


é WASHINCTON, B. C. 


| ee Ponty oe te Maroh 16, 1996 
ot Rect bataectiy weet Smt 


mB: MAK 
60-9-96-T 





Lt. Col. George F. Westerman 
Department of Defense ° 
The 


Pentagon 
Room 3 Daxer 262 
Washington, D. C. 
Re: United States v. A.T. & f., eal - 


Consent Judgment 
Dear Sir: 


In view of the Defense Department's interest in the 
licemsing provisioas of the judgeent ia the sbove aatter, 
I transmit for your information copy of a letter dated 
Mareh 6, 1956 from Mr. B. J. Kane, Mawager, Patent Licens- 
ing, Western Electric Company to Mr. Kilgewe of the Anti- 
trust Division, together with two at 
"Patent License Agreement dated — 
and Western Electric:” You will note 
letter of March 8th that Western EZ) 
licensees royalty free licensees undar 
prior to Jaauary 24, 1956. 







I also enclose five more copied of the list of pe 
which A.T. & 7. filed with thecdurt undar the above 
ment. ° 


Assistant Attorady Gemerul 
Enc. 124855 Antitrust Dirisior 
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AGREEMENT 

THIS AGREEMENT, made and entered into this 234 
@ay of March » 1956, by and among BELL TELEPHONE 
LABORATORIES, INCORPORATED, a corporation of the State of New York, 
hereinafter designated "Bell Laboratories”, the GOVERNMENT OF THE 
NITED STATES OF AMERICA as represented by the Secretary of the 
Bavy, hereinafter designated "Government", and RADAR, INC., « 
¢orporation of the State of Delaware, hereinafter designated 
"Radar", 

WITHESSETH : 

WHEREAS Bell Laboratories is the owner of United States 
patent application of Bernard M. Oliver, Serial No. 491,829, 
filed June 22, 1943, for "Pulse Actuated System”, of United States 
patent application of Bernard HM. Oliver, Serial Mo. 523,721, filed 
Rebruary 24, 1944, for "Pulse Operated Cireuit", and, beneficially, 
af United States patent application of William C. Tinuy, Serial 
Wo. 339,585, filed June 8, 1940, for "Indicating Systen"; 
| WHEREAS Government is the assignee of United States 
patent application of Robert M. Page, Serial Mo. 466,291, filed 
November 20, 1942, for “Automatic Range and Bearing Pollow-up 
Systems", subject to a reversion to said Robert M. Page upon the 
issuance of a notice of allowance by the Commissioner of Patents, 
in accordance with an assignment to Government executed by 
Robert MN. Page on Oetobver 29, 1942 and recorded in the United 
states Patent Office on November 20, 1942, Liber US 1, page 561; 

WHEREAS Radar is the assignee of the aforesaid 
reversionary rights of Robert HM. Page in application Serial Ho. 


466,291, subject to a non-exclusive license to Government, in 
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qccordance with an assignment to Redar executed by Robert A. Page 
. July 21, 1954 and recorded in the United States Patent Office 
gn July 23, 195%, Liber 0 241, page 284; 

WHEREAS said Page application and both of said Oliver 
$ppl ications are involved in Interference No. 52,909, said Page 
{ppiieation and said Oliver application Serial No. 491,829 are 
{nvolved in Interference No. 82,910, and said Page application and 
paia Tinus application are involved in Interference No. 84,473 in 
ine United States Patent Office; and 

WHEREAS the parties hereto are desirous of exchanging 
Jicenses as hereinafter provided; 
| NOW, THEREFORE, in consideration of the agreements 
pereinafter contained, the parties hereto have agreed and do 

peredy agree as follows: 

1. Bell Laboratories hereby grants and agrees to grant 
hon-exclusive, royalty-free licenses, respectively; 

(a) to Government to make, to have made, 

to use, and to dispose of in 

accordance with law, and 

{ (b) to Radar to make, to have made, to 

use, to lease, and to sell, said 

license being indivisible and trans- 

I ferable by it only by a transfer of 

; its entire right, title and interest 

therein, 

Any and all inventions defined by the counts in issue in the 
pforesaia interferences and also claimed in and by any and all 
Letters Patent that may be granted upon said Oliver or Tinus 
bpplications, or upon any division, renewal, or continuation of 
paid applications or upom any application or applications that | 


a ite 
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pay be substituted therefor, and in and by any reissues or exten- 
' ions of said Letters Patent, said licenses beginning June 8, 1940 | 
extending for the entire term or terms of the Letters Patent 
bnder which said licenses are herein granted by Bell Laboratories. 
2. Government and Radar hereby grant and agree to 
grant to Bell Laboratories and to AMERICAN TELEPHONE AND TELEGRAPH 
bompanr, @ New York corporation hereinafter designated "American", 
bnd to WESTERN ELECTRIC COMPANY, INCORPORATED, a New York 
porporat ion hereinafter designated "Western", severally, a non- 
bxelusive, royalty-free license to make, to have made, to use, to 
lease, and to sell any and all inventions defined by the counts in 
pase in the aforesaid interferences and also claimed in and by 
pry and all Letters Patent that may be granted upon said Page 
pplication oF upon any division, renewal, or continuation of said 
¢pplication, or upon any application or applications that may be 
gubstituted therefor, and in and by any reissues or extensions 
of said Letters Patent, said licenses beginning November 20, 1942 
gna extending for the entire term or terms of the Letters Patent 
ender which said licenses are herein granted by Government and 
hacer, and Government and Radar also hereby grant to American the 
bight to grant to other companies of the Bell System sublicenses 
within the scope of the license herein granted to American, and 
lso hereby grant to Western the right to grant to its subsi- 
fiaries sublicenses within the scope of the license herein granted 
fo Western. 
i 3. Bell Laboratories, Government and Radar each for 
jtseif warrants that it has the full right and power to grant the 
éforesaid licenses and rights in the manner and form as herein 
@xpressed, free and clear of any adverse assignment, grant, and 
qvery other encumbrance inconsistent therewith. 
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&. “Companies of the Bell System" are American, 
eensee companies of American within the United States, and the 
verel subsidiaries of each of the foregoing companies. The 
ra "licensee companies” as used in this paragraph means the 


















ies whieh operate under patent license and service contracts 
th American to furnish public communication service by telephone 
the United States or between the United States and other 

tries. "Public communication service" means communication 
rvice furnished to the public (ineluding service limited to a 
icular customer or class of customers) for compensation. 

5. A “subsidiary” is a company the majority of whose 
ook, entitled to vote for the election of directors, is now or 
reafter controlled by the parent company either directly or 
irectly, but any such company shall be deemed to be a subsi- 
ry only so long as such control is in effect. 
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6. The licenses herein granted are under United States 
tents only, and no licenses are granted herein, by implication 
r otherwise, under any Letters Patent of any country other than 
he United States. 

IN WITHESS WHEREOP, the parties hereto have caused 
his instrument to be executed by their duly authorized repre- 

tatives as of the day and year first above written. 
BELL TELEPHONE LABORATORIES, INCORPORATED 


By 8 ames B. Fisk 
ce 8 







THE GOVERNMENT OF THE UNITED STATES OF 
AMERICA as represented by the Secretary 
of the Navy 


By (s ae HN. Robillard 
orge RB. Ko 
Assistant Chief for Patents 


RADAR, INCORPORATED 


e James P. Burns 
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SMALL BUSINESS ADMINISTRATION 
WASHINGTON 25, D. C. 


“arch 26, 1956 


western Electric Comany 
195 “roadway 
New York, ‘lew York 


Gentlemen: 


Thank vou for the 20 copies of the tell System 
owned United States Patents in Force on January 1, 1956 
for distribution to our Fepional Field Offices. However, 
requests from other Field Offices have been received so 
that our requirements are for 2); acditional conies. 


If convericrt, olease svuoply us with these 
additional copies. 


Thank you for your cooperation am interest. 


incerely yours, 


AX. 


SMfahan, Assistant 
Preidnt he Assistance Division 
office of Procurement and 

Technical Assistance 


> 
QQ 
Se 
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UNITED STATES DEPARTMENT OF JUSTICE VS a 


WASHINGTON, D. C. 


Address Baply to the March 27, 1956 a 
Division Ladies ied 
amt Dede te lw mete ced Semin 


WER: TEB: f 
27-0 





‘tr. Ee Je Kane 

Manager, Patent Licensing 
western Llectric Company 
195 Broadway 

New York 7, New York 


Dear Mr. Kane: 


Reference is made to this Department's letter to American 
Telephone and Telegraph Co., of 17 February 1955 and the conference 
held in Washington on 29 February 1956 attended by you, Mre Whitfield 
and Mre Anderson, as well as Covernment representatives, concerning 
the Government's request for a royalty-free license unfer all Bell 
system patents in force on 2) January 1956 (except the "Teletypesetter 
patants"). Your letter of 6 March 1956 inclosing copies of the form 
letters sont to your existing licensees has been received. 


At the conference referred to above, you suggested that the 
sOvernment might not need the requested license in view of the action 
of your company in sending letters to your licensees offering royalty- 
free licenses under the patents in question. 


After discussions with patent counsel in various Government 
agencies, we have concluded that the interests of the Government require 
that we ren® 7 
“Ye VW February 1956 letter. Accordingly, it is requcsted that you pro- 
“cure the execution er ani transmit the requested license, or imniicate 
any modifications you believe to be necessary, at your earliest conven- 
ience. 












Yours very truly, 


eee 
WARREN ce BURGER 


Assistant Attorney General 








ya 
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- Gorneb Lyle 


3 q BH Latimer 3D 
HB. Santee US tet 
April 9, 1956 WY 


A meeting was held in the office of vir. lt. Hayward 
Brown, Chief of the Patent Section of the Civil Division of 
the Attorney General's office, on April 5, 1956. rresent 
were Lt. Col. G. F. westerman (J.4.4. Department) and 
Messrs. H. C. anderson, N. ©. Ewing and E. J. Kane of 
Western. The meeting was held to discuss the Government's 
request for royalty-free licenses as stated in their letters 
of February 17, 1956 and March 27, 1956. 


MEMORANDUM FOR FILE: 


In the meeting of rebruary 29, 1956, the Government 
representatives had expressed the opinion that our voluntary 
offer of royalty-free licenses under pre-Decree patents to 
our licensees was adequate to take care of the problem as 
they saw it, namely, that Government contractors would not 
be required to pay royalties to us and thereby the Government 
would get the benefit of the Decree provisions. Mr. Brown 
Was, therefore, asked what was the Government's objective in 
seeking a license in view of the action we had taken in 
offering the royalty-free treatment to our licensees. He 
replied that the administration of their procurement contracts 
would be greatly simplified and that in general it seemed good 
business to them for the Government to have a license. 





In view of the differences in the requests contained 
in the two Government letters, Mr. Brown was asked whether 
the Government wanted licenses only under those patents 
which we were required to license royalty-free or whether 
they wanted a license under all of our patents, including 
futures. Both he and Colonel Westerman stated categorically 
that the Government was CL eT Ste rr olabivarzce 
licenses available under the Decree, ng immunity from 
royalty under foreign patents. They said that they wanted 
to have royalty-free immunity in view of the large amount of 
material furnished the NATO organization. 


We then referred to their request for the right to 
s _foreign governments under U.S. patents and cor- 
responding foreign patents. We pointed out that the Decree 
enjoined us from granting subl sam Fighis_underil.S, 

fid that ider it 


i 
ts an at we did not cons: , good busin ractice 


to grant s cens anyon er our foreign 
ees Ks to the in cnction or the Decree, the Government 
e expressed the view that the Attorney General would not 
object if the Government was given the right to sublicense. 
I told him that we intended to live strictly within the terms 
of the Decree and that, therefore, we would not grant the 
overnment the right to sublicense under our patents. 
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2. 


In response to the question why the Government 
sought sublicensing rights abroad, the answer was given 
that the Government felt that it was desirable in view of 
the large amount of off-shore purchases in behalf of the 
NATO nations. 


Colonel Westerman said that he realized that some 
of the things the Government requested were not required to 
be granted under the Decree or were forbidden by it. He 
said that the Antitrust Division of the Justice Department 
had approved the letter and he was surprised to find that 
the grant of sublicensing rights was forbidden. 


We informed the Government representatives that 
we were considering whether to request licenses under the 
Government's present and future patents as we were entitled 
to under the Decree, subject, of course, to such reasonable 
royalties as might be agreed upon, and we thought that this 
might be an opportune time to discuss with them what problems 
were involved in obtaining a grantback. We were told that it 
had always been the custom and policy of the various Government 
agencies who were the assignees of the patents to grant licenses 
royaity-free but, of course, there was no certainty that this 
would continue. Some exceptions to the general rule were 
cited as those in which the Alien Property Custodian is the 
trustee where a fee is charged and for some patents controlled 
by the Navy where usually a grantback was asked for. Mr. Brown 
stated that he had been giving consideration as to the right 
of any of the agencies to grant licenses under future patents 
and whether any single officer was empowered to grant licenses 
under all Government patents. He said that all licenses 
granted were revocable, and he realized that the present 
practice of making the license revocable did not fully meet 
the requirements which we might insist upon under the Decree, 
namely, a license for the lives of the patents. 


While we made it clear that we were at this time 
merely exploring the desirability of a license under Govern- 
ment patents, we stated that if we did come to the conclusion 
that we wished one we should like the Government to review 
the licenses in which we might be interested, as shown on 
the attachment which was handed to Mr. Brown. It was also 
suggested that the equipments and the definitions might be 
a convenient starting point for the Government's considera- 
tion of the licenses that it might desire. Our practice of 


—qrcensing_by_equipments was briefly described and the 
overnment people stated that there did not appear to be any 
objection to this from their standpoint but that they would 

like to think about if further. 


“ 
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At the conclusion of the meeting the writer observed 
that we wished to give further consideration to the desir- 
ebility of licenses under Government patents and he under- 
stood that the Government people were going to give further 
consideretion as to the authority to contract to grant 
licenses under all Government patents, present and future, 
and whether or not irrevocable licenses could be granted. 

As to the latter point, they expressed a great deal of doubt 
whether under existing law this could be done. It was 

agreed that as soon as these matters had been sufficiently 
considered by both sides a further meeting would be arranged. 


Colonel bwesterman accompanied the western people 
to lunch, and he indicated quite strongly that the Govern- 
ment would very much like to obtain as soon as possible 
royalty-free licenses required by the Decree and without 
the necessity of giving a grantback. He said that they had 
requested a license from IBM and they had not asked for a 
grantback. It was pointed out to him that in the IBM case 
they were only required to grant royalty-free licenses in a 
very narrow field involving very few patents; whereas in our 
situation a great many important patents were involved and 
the licenses would cover any equipment desired by the 
applicant. Aiso the necessity for us to get grantbacks had 
received clear recognition in the Decree. He expressed the 
hope that we would not insist on obtaining a grantback since 
he felt that it would cause some embarrassment in Government 
quarters. He did not say who would be embarrassed or why. 


Copies to Messrs. HK. vw. anderson 


Nv. S. Ewing 

A. 3. Goetze 

R. ¥. Gosnell 
H. 3. whitfield 
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Arril 9, 1956. 


MF. T,. FaYwAFL BROWK, Chief, Patent Section 
United States Department of Justice 
washington, D.C. 


Dear Mr. li'rowns 


This refers to your letter of March 27, 1956 
anc the discussion which took rlace in your office m 
4oril 5th at which were resent Lt. Col. G.?. Westerman 
and yourself, Messrs. N.c. twing, H.C. Anderson of 
weatern vlectric Comzany and the writer. 


As a result of the iscussion, we now understand 
the scope of the Coverna-nt request to Le a license under 
those ratents required to Le license: roy: lty-free 
rursuant to the Decree °f January 24, 1956, incl iding 
immunity from royslty under foreign rvatents,. 


I said that we were consideriny an: that it 
might be opoortume to ciscuss at this time a license under 
the Government's ratents for their lives, and in this 
comnection hande! you a list of equipments ani anprorriate 
definitions for w> ich licenses may be of interest to is, 
It was suggested that you may wish to cinsider this list 
as arprooriate to the licenses the Government desires, 
which list, of curse, would be sugmented if it iid not 
cover ali the eguirments in which the Government was 
interested, 


It was recognized during the ‘iscussion that 
there were some rrotlems involwed in the Government 
contr-cting to grant us licenses ani that you were -iving 
further study to the matter :articularly in res-ect to an 
irrevocable grunt. 
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Mr. T. Hayward Brown Arril 9, 1956 


We should like to ;roceed promptly with the 
drafting of an agreement and I shall be available any 
time this week or next for further discussion either here 
or in Washington. I should anpreciate your letting me 
know what date would be convenient to yo. 


Yours sincerely, 


Origin. 2. ud By 
BE. J. Kane 


Manager, Patent Licensing 





Copies to: 
ssrs. H.C. Anderson 
N.S. Ewing 
A.B. GOetze > 
R.W. Gosnell <../> ” “7 
Ht. Whitfield ~:~ - i, 
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25 April 1956 


nee, aNDUY POR THE PILE 
UBS CT: “Meeting with “epresentatives cf AT&T and Western Electric 


le. Mr. T. Hayward Grows, Departzert of Justice, ealled the undersigned 
todmy and requested cur participation in a conference with Mesers. Lams and 
Andereom of subject ecaspenies. Mr. Mlaseman of the Signal Corps scocmpanied 
the urxiersi;-ned to the meeting. (AT&T and Weaterm Llectric are 
referred to as “the caxreny*). 


2. ‘The first point riised by the company was that the grent—dacio 
which they have requested from the Xvermaent is retwn for the royalty-free 
license rejuested by the Goverment shoul! apply te as wel) as existing 
Gowertmment—beld patents. On this point Mr. Brow it wuld be 
@ifMeult for the Goverment to adopt such a -restice since at sone date 
the Goverrmert may wish to change its preset system and attempt to derive 
reverme from its pateats. The uxicrsi med acted that the proposed procedure 
would cause aduinistrative and policy probless at least witnia the Departrant 
of the Army (and probably other Departments as well), since the Aray hes 
always had a poliey of rejecting requests for licenses ender patent applies 
tiom. (Thies ,oliay is based on the desire to avid the erwation of any 
impression that the Goverment ie diseriminating in favor of eny particuler 
GQovermeest contracters or other firm). 


3. The next point raised by the company related to the seope ef the 

license which the ompany will grant to the Goverment. The cam saggy proposed 
/ te Licempe the Sowrrmment in certain broadly defined fields which, they 
stated, ecvvred all the ma‘or a:ces ef equi;ment -rocured by the Coverment. 
The wadersiqec aad “r, Glassman ob jected that this procedure mirzt net cover 
all patewts issued prior to the date of the dearve and that it al: emse 
extensive administrative complications in that the Gowurmment's contracting 
officers would be umable to determine wether a contract«e's royalty paid 
to Yestern Zlestric wag ;coper, without an extensive investigation of all 
tle fnete. To thie the eampany replied that it would be willing to inclute 
in the licerse an irrwvocable opticn under whieh the Goverment eould obtain 
exy license to wiich it was entitled by the decres nct es ecifically in.luded 
in the license as phresed, In response to a question as to wry it ms 
negessary to sst up s'.ch an elaborate precedcre to accomplish an essentially 
simple resull, t’¢ company replied that it wishes to avoid the possibility 
that the Gow-rmment*s situation will become a precedes ict would ow judice 

negotiatione «ith ether  ;arties im the future. The umtersicned and 
We. Claseran attempted to point ot thet the Goverment situation would act 
really be a »recedet in the sense indicated by the campiny since the entire 
trampastion wuld be beeed <n an exehange of royalty-free licenses, and the 
Goverment has not indlested any movement toward megotiati:n cf a royalty 
bearing Licvnee uncer Vestern patente. 


~ 
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Y «OR FILE 25 Apetl 1956 
‘.whCT: Meeting «ith Nepresentatives of AT&T and Mestern Elestric 


4. Ewectually, the caspasy proposed a compromise—it wald drop all 
its revueste co nc-rning grant—backs in exchange for the Goverment agreeing 
to acces a license in certain defined fields with an irrevocable option te 
cbtain a license {in other flelds. rithout eoemitting the Goverment, the 
overnwent repres«ntatives indicated that tiis seamed to be a fair solution 
to tie rroblem, 


5e At this coint the company ;rodmoed a printed draft of a license 
acree-ert between t!@ comany anid the ov -rmvent wich was based on the 
rreporal discuseed ia pararraph & abewe, oxca;& that it did not iaclede an 
ivrevecadla ortion featira (whieh the caw..ny agreed to ald in a new draft 
of the acreement), The garties agree! ().1t, os « minimm, the following 
should be added im ad‘ition to the irrvvogable ojtion: 


a. In Article 3 of t'w draft tiere should be a provision te the 
felloing «‘fectr 


"“Mothing trreia shall prejutice any rights to wiich 
ths Goyvernront wiy be entitled uxter the terms of the final 
judewent eittered azainet destern and Amorican on 24 January 
1956." 


b. The following ;rovision ehould be included in Article ls 


"Licensor agrees tiat the Jovernment shall act be 
estopped at any time to contest the enforceability, validity, 
or se pe of, or title ta any ;atert herein licensed.” 


6. The eompemy stated that it wuld send a new draft to ’r. Brom 
as econ as possible (probably by 30 Ajzi) 1956). Kr. Grow: agreed to furnish 
copies to this cffice, 


TCHAD. TORE 
lst Lt, JAC 
Patents Division 


ec: T. Hayeard from, Justice 
lL. jlaneean, Sig Corps 


26086 O—58—pt. 2, vol. 2 64 
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36 | 
April 26, 1956 /© 
al ao 


MEMORANDUM FOR FILE 


Re: Government Application for a Patent License 
Meeti on April 2 1956. 


Mr. Kane and I called on Mr. T. Hayward Brown at his 
office at 10:30 A.M. Mr. Glassman and Lieut. Pogue arrived 
a little later. Mr. Brown brought up the question of a 
grantback to Western. He indicated that he was thinking in 
terms of a revocable license under issued patents only. 
Even as to such a license, he said that there would be a 
problem as to who should sign, and he suggested that possibly 
a license just from the Army, Navy and Air Force might be : 
sufficient for our purposes. 





We then passed to a discussion of licenses by equipments, 
Mr. Brown having the printed set of definitions which we had 
left with him on April 5, 1956. Mr. Glassman said that he 
would have a problem in issuing instructions to contracting 
officers if the licenses were solely by defined equipments. 
He would like to be able to instruct each contracting officer 
pot—to_allow royelty payments in respect of Western's patents 
issued prior to January 24, 1956, and he realized that with 
the equipment definitions he would have to make sure that the 
equipment came within the scope of the definitions. We said 
that we appreciated this point, and we said that we would 
be agreeable to including an option to the Government to 
acquire royalty-free licenses under the same patents at any 
time for any designated equipment, retroactive to January 
24, 1956. We said that this we thought would make it possible 
for Mr. Glassman to issue instructions to his contracting 
officers without limitation to particular equipments. Lieut. 
Pogue said that he thought it would be much simpler if the 
license were simply for all purposes, without reference to 
equipments. In reply, we explained our practice of licensing 
by equipments. We pointed out that this was necessary as a 
practical matter so far as licensing for futures was concerned 
particularly in view of our obligation to avoid discrimination, 
and that the decree had been drawn with this in mind and that 
the same language applied to both present and future patents. 


Mr. Kane said that we were prepared to license the Govern- 
ment without any grantback whatever, in reliance upon their 
existing policy of licensing royalty-free, on the basis of a 
grant by defined equipments with the retroactive option in- 
cluded. Mr. Kane handed over a copy of the draft of April 
24, 1956 (attached). He explained that the option language 
would be drafted and included. 
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of 


Mr. Glassman asked whether the Government would be 
protected in respect of methods for installing pole lines. 
It was agreed that "construction" would be inserted at the 
proper place in Article II, although it seemed to us that 
there was no real question about this. 


Mr. Glassman suggested that a provision should be in- 
serted on page 4 which would make it plain that the Government 
was not barred from making further applications under the 
consent decree, and we agreed. 


Mr. Brown called attention to the fact that the draft 
called for a signature by the Government as well as by 
Western. We inquired whether this created any difficulty, 
and they all said that they saw no difficulty, in view of the 
fact that the Government incurred no financial obligation, and 
in fact Lieut. Pogue said he preferred to have the Government 
sign. 


A question was raised as to whether anything should be 
said about admission of validity, and Lieut. Pogue gave us 
some language from the Army Procurement Regulations which we 
agreed to include. 


We agreed to send to Mr. Brown ten copies of a new draft 
revised in accordance with our discussion. 


H. C. ERSON, JR. 


HCA: AK 
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May 2, lvF6 


4:. T. HAYWA’D BRULN 

Cuief of the ratent fection 
Department of Justice 

Civil Division 

westiington 2£, D.C. 


Dear “r. drowns 


Attacned is a non-exclusive license égreesent 
executed on behalf of this compeny, granting royselty-free 
licenses to the Jnited tates of aserice. The patents 
under which licenses are granted are those required to 
be licensed royalty-free uncer tne rinal Judgment entered 
January <4, 1956 in the Jnited Ctetes District Court for 
the District of New Jersey in Civil Action Wo. 17-43. It 
{s my understanding thet the vovernment desires no «addi- 
tional patent rights at this time. slen you return one 
copy of the docusent executed on betialr of the Jnited 
ctates of america, the agreensent will Decome effective as 
of January 24, i356. 


while we are entitled to reqiire a license under 
@n applicant's present and future patents os a condition 
of a grant of iicenses under our patents, we have not done 
so in the attached agreement in reliance on tiie continu- 
unce of the vovernment's present policy of granting licenses 
on request under any patents which it mey own or control. 


In eccordsance with our asual practice, we had 
asked you tu specify the equipnents for wnich the Yvovern- 
ment desired iicenses. ihis is one of the fuctors which 
assists us in determining whetl.er we need as license under 
the applicant's patents, aside from itt ‘mportance for 
other reasons. In the case of this particuler agreement, 
nowever, we have decided to weive this requirezent. 


Very traly yours, 


*Tane 


Origins! Signed PY 
* oe 


4eiager, catent Licensing 
2Mclos ure 








and Refer to lastials and Number 


GCD:THB:sele 


CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3395 


UNITED STATES DEPARTMENT OF JUSTICE 





‘- WASHINGTON, D.C, 
nee & 
“Set 


Address Keply to the May ll, 1956 


Division Indicated 


2) 


Mr. E. J. Kane 

Manager, Patent Licensing 
Western Electric Com-ny 
195 Rroadway 

New York 7, New York 


Dear Mr. Kane; 


Thank you for your letter of May 2, 1956 inclosing a 
proposed royalty-free license agreement between the Western flectric 
Company and the United States of America. We have reviewed the 
proposed license agreement in the light of our previous conferences 
with you. 


Except for one point which may find its explanation in an 
inadvertence, the proposed license agreement appears to be satisfactory 
ani to meet the needs of the Government. 


The point to which we refer is that the license does not 
expressly cover manufacture or use for the Government by its contrac- 
tors. As you know, much of the Government's manufacture or use of 
inventions is accomplished for the Government by its contractors; 
in such cases if the inventions are patented, the liability for any 
infringement, which the Government has authorized or consented to, 
would fall upon the Government. Cf. 28 U.3.°%. 8 1498. 


Perhaps the reason for the omission arises out of the fact 
that the proposed license was modelled on the form of your commercial 
licenses — Section 4, which relates to the right to grant sublicenses 
to "subsidiaries", particularly leads to this conclusion. /See also 
Sections 5 and 7. 


Accordingly, it is requested that you execute a new pro- 
posed agreement which would remedy the situation noted above. We 
would have no objection if you accomplished this by the addition of 
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a new Section 8 adapted from Article II of the proposal dated 
April 24, 1956, which you submitted at our conference on April 26, 
1956, A copy of this provision, as modified, is inclosed for your 


convenience, 


Sincerely yours, 


GEORGE COCHRAN DOUB 
Assistant Attorney General 
Civil Division 


wt pe Saw 
Enclosure T. Hayward Brown 
No. 145086 Chisf, Patent Section 
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Proposed Additional 


“ection Se 


"The licenses cranted in “ection 1 of-Avtioele-i hereof 
seor-t-he—coquipaente—thoreta—epecified are licenses to maks, have 
made, use, lease and «ell Line licensed inventions] MNOS Caui meme n, 
“uch licenses incluls t.¢ ri-!t to maintain «ek equinments 
fen’ odyin. such inventions/, to nractice methods and processes 
involved in the use of much equipments and to make and have made, 
to use and have used, and to maintain machines, tools, instru- 
men‘ alities and materials, and to use and have used methods and 
orecesses, insofar a+ such machines, tools, instrumentalities, 
materials, methods and processes are involved in or incidental to 
te dJevelomment or the manufacture of such equipments, the tera 
‘manufacture! including [eonstruction/, installation, testin; and 


ranair," 


* “rackets indicate adcitions to, and line-outs indicate deletions 


from, Article IT of *estern “lectric's draft dated April 24, 1956. 
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May 21, 1956 


Mm. T. HAYWARD BROWN 

Chizf of the Fatent 3ection 
‘epartment of Justice 

Civil Tivision 

Washineton 25, D.C. 


Dear Mr. brown: 


In accordance with your letter of May 11, 1956 
wo hav2 made the changes in the proposed license agree- 
ment with the United States Government in accordance 
with your request including, however, some minor 
changes in the wording you suggestec, which I discussed 
with you on the telephone and which, I understand, are 
satisfactory to you. Accordingly, i am sending you the 
revision of the agreement forwardod with my letter of 
May 2, 1956 executed on behalf of this company. When 
you return one copy of the document executed on behalf 
of the United Sta‘t>s of America the agreement will become 
effective as of January 24, 1956. 


Wi11 you pleas? also return to me the cories 
of ths proposed agreement forwardec with my letter of 
May 2, 1956. 

Very truly yours 
Original Signed By 


EB J bane 


Manager, Patent Licensing 


Enclosure 


a ee 


J/ 


i, 








LICENSE AGREEMENT 


BETWEEN 


WESTERN ELECTRIC COMPANY, INCORPORATED 
AND 


THE UNITED STATES OF AMERICA 
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LICENSE AGREEMENT 


Effective as of January 24, 1956, WesTerN ELectric 
Company, INcorporaTeD, a New York corporation (here- 
inafter referred to as ‘‘Western’’), and THe UnirTep 
States oF America (hereinafter referred to as ‘‘Licen- 
see’’), acting through the Department of Justice of the 
United States government, agree as follows: 


Section 1. Western grants to Licensee non-exclusive 
royalty-free licenses under all patents issued in the 
United States prior to January 24, 1956 with respect to 
which American Telephone and Telegraph Company, a 
New York corporation (hereinafter called ‘‘ American’’), 
Western, or any of their subsidiaries (other than Tele- 
typesetter Corporation, a Delaware corporation), has the 
right to grant the licenses and rights which are herein 
granted by Western, to the extent to which any such 
company has the right to grant such licenses and rights. 


Secrion 2. The licenses granted in Section 1 hereof 
are licenses to make, have made, use, lease and sell equip- 
ments embodying inventions of the licensed patents. Such 
licenses include the right to maintain such equipments, to 
practice methods and processes involved in the use of such 
equipments and to make and have made, to use and have 
used, and to maintain machines, tools, instrumentalities 
and materials, and to use and have used methods and proc- 
esses, insofar as such machines, tools, instrumentalities, 
materials, methods and processes are involved in or inci- 
dental to the development or the manufacture of such 
equipments, the term ‘‘manufacture’’ including construc- 
tion, installation, testing and repair. 


Section 3. Western grants, under any patents issued 
in countries other than the United States, owned or 
controlled by Western, American, or their subsidiaries, 
royalty-free immunity relating to the sale or use in such 


} 


/ 
/ 
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other countries of equipment manufactured under the 
licenses acquired hereunder under Western’s patents 
issued in the United States. 


Section 4. Except as provided in Section 8 hereof, all 
licenses acquired hereunder shall commence on the effective 
date hereof and shall continue for the entire unexpired 
terms that the respective patents under which they are 
granted are in force, or for that part of such terms for 
which Western has the right to grant such licenses. 


Section 5. The grants of the licenses acquired here- 
under by Licensee include the right to grant sublicenses 
within the scope of such licenses to its subsidiaries. Such 
right of Licensee may be exercised at any time during 
the period for which such a license acquired hereunder by 
Licensee continues in force. Any sublicenses granted 
under this Section 5 to any present subsidiary may be 
made effective, retroactively, as of the effective date 
hereof, and any sublicenses to any future subsidiary may 
be made effective, retroactively, as of the date when such 
company became a subsidiary. 


Section 6. A ‘‘subsidiary’’, in the case of Western or 
American, is a company the majority of whose stock en- 
titled to vote for election of directors is now or hereafter 
controlled by Western or American, either directly or in- 
directly, and, in the case of Licensee, is a company the 
majority of whose stock entitled to vote for election of 
directors is now or hereafter controlled by Licensee either 
directly or indirectly. Any such company shall be deemed 
to be a subsidiary only so long as such control exists. 


Section 7. Nothing contained in this agreement shall 
be construed as 


(a) permitting the assignment of this agreement or of 
any licenses or rights hereunder, in whole or in 
part; or 
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(b) a release for any infringement prior to the effective 
date hereof; or 


(ec) estopping Licensee at any time from contesting the 
enforceability, validity or scope of, or the title to, 
any patent licensed hereunder; or 


(d) limiting any of the rights which Licensee would 
otherwise have under the Final Judgment entered 
January 24, 1956 in the United States District Court 
for the District of New Jersey in Civil Action No. 
17-49. 


Section 8. When a subsidiary’s relationship to Licensee 
changes, so that such company is no longer a subsidiary 
of Licensee, the licenses and rights granted hereunder to 
such subsidiary shall terminate. 


In Witness WuHeEneEor, the parties hereto have executed 
these presents on this 8th day of June, 1956. 


Western Execrric Company, LroomporaTap 
By P. A. Gorman 
Vice President 
Attest: 


C. R. HomMowun 
Asst. Secretary 


Tue Unrrep Stares or AMERICA 


By Georce Cocuran Dovs 
Assistant Attorney General, 
Civil Division 


eeeeepeseeeeveereeseeeseen eevee eenenes 


(Seat) 








EAL) 





Address Reply to the 
Division Indicated June 12, 1956 
1 Refer to Initiale and Number 
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UNITED STATES DEPARTMENT OF JUSTICE . i 


WASHINGTON, D. C. i 





GCD:TKB V- Bist f 
27-0 
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r 


e L 
Gc». ) / 


ee J. Kane, “Sq. 

Yanager, Fatent, vepartment 
restern lectric Company 
195 Broadway 

New York 7, New York 


Dear Mr. Kane: 


Thank you for your letter of Hay 21, 1956, enclosing two 
copies of a license executed on behalf of sestern clectric. This 
license has now been accepted on behalf of the United otates by 
Assistant Attorney General George vochran Joub, and an executed 
duplicate original thereof is returned herewith for your files. 


We are also returning the two copies of the executed 
license forwarded as an enclosure with your letter of May 2, 1956. 


It the type which was set up for printing the license in 
its finally executed form, transmitted with your letter of ..ay 21, 
1956, is still intact, it would be appreciated if you could furnish 
us with about a dozen extra copies of this agreement, together with 
an eoual number of copics of the list of Bell System patents in 
force on January 1, 1956. This will enable us to distribute copies 
to each of the interested agencies. 


On behalf of the Department, we wish to take this oppor- 
tunity to thank you, .‘re whitfieli, Mr. Ewing and bre Anderson, for 


your cooperation in disposing of this tattere 


Yours very truly; 


GEQRGE COCHRAN DOUB 
Assistant Attorney General 
Civil Division 





Chief f/ Patent Section 


Enclosure 1:55):3 
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June 19, 1956 


MR. T. HAYWARD BROWN 

Chief of the 2stent ‘ection 
Dep-rtnent of Justice 

Civil Livision 

Washington °5, -. C. 


Deer Mr. Brown: 


As Mr. Kane is in Eurone, I wish to thank 
you for your letter of June 12, 1956 enclosing an 
executed duplicate original of the license «gr-ement 
hetween Yestern Electric Company, Incorporated nd the 
United St-tes of America, dated Sune 8, 1956, and <lso 
for returning the two copies of the previous dr:ft of 
the eagreement cent with Mr. Kane's letter of May 7, 1956. 


We have ad conformed copies of the -greement 
printed and I am vlad to enclose twelve copies. As 
you requested, I sm -lso enclosing twelve copies of 
tne Rell Cystem owned United States petents in force 
on January l, 1956, 


Yours very truly 


‘Jriginal Signed By 
R. W. Gosnell 


-+oen Y c Menrge 
GWM: jp Petent License Man‘ ger 


Enclosures 
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UNITED STATES DEPARTMENT OF JUSTICE 





WASHINGTON, BD. C. ; i 
Augest 3}, 1956 
aeons Bint ha 
oe ee 
ce Beates ee tues cet rms 
QGD: THB 
270 


Lt. Gel. George F. Westerman 

Chief, patents Division 

Office of the Judge advocate General 
Department of the irny 

Washingten 25, De C. 


Re: License Agréement between 
Western Electris Co., Ime., 
and the United gtates 


Dear Col, Westerman: 


Following the final judgment entered Jume 2, 195, 
im the United gtates District Court for the District ef 
Wew Jersey in Civil action No. 17-u9, this Departaent 
requested Western Electrie Company and the American Tele- 
Phone and Telegraph Company to grant the license sonten- 
plated by the final judgment. This license, a copy ef 
whieh is enelesed, was executed June 5, 1956, and was 
reeorded in the Patent Office on June 13, 19546, en Reel 
196 Premes 36 to 36 inclusive. 


We are also enclesing the list of patents included 
im this license, 


Yours very truly, 


GRORGE COCHRAN DOUB 
Assistant Attorney General 
Civil Division 





pases as 
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XILL INTERROGATORIES 2467 


1. Question: Did representatives of any department of the 
Government other than representatives of the Antitrust Division 
participate in the negotiations that preceded entry of this 
decree? 


Answer: Our negotiations on the consent decree were solely 
with representatives of the Antitrust Division of the Depart- 
ment of Justice. 


2. Question: Did any representative of the Bell Telephone 
System confer with any representative of the Department of 
Defense with respect to the proposed consent decree during 
the period November 15, 1955 and January 24, 1956? 


Answer: No. 
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XIV. DOCUMENTS 
n Direcrory ADVERTISING 


Phe CU see ee bi crad, whee De beee 


Telephone i.verti;mtion 


Special Iinvescisation oCreket Na. 1 


BELL SYSTEM METEXCDS OF PUMLI‘SXiING TRLEPHO:E DIRECTORIES 


(Pursuant to Public “esu!.tion No. 5, 74th Congress) 


26086 O 5&8 pt. 2, vol. 2 65 
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ADVERTISING 1% T 


For a number of years it hae bee 
Bell System Tele;hone Companies to svli-:t 
During the past fifteen sara te iape:t 
means of offsetting directcry expense 
pioited. 

All cc: panies have a Lirectc: 
with directories. Most of these tave a divi 
in selling advertising. Several of the 


solicit advertising on a commission basis. 


handles all advertising senles, while in « 
certain directories putlished. Each compa: 
advertising sales are accoap.ished. In ge 


have determined stiic) f the two methods 


Some companies have varied the method eap! 


Directory Revenues 


During the period.1%2° vis 


to 1S 


tories hase exceeded directory expense in e 


lowing page, shows the relationship of Lirectory Expense (Account 649) 


Revenue (Account 527) for all 


od, 1925 to 1975, inolusive. 


Not all revenue credited to Aacoo 


Count also includes revenue receivei froc 


made to seperate this account for the reas 


so smal] in comparison to the total that oa 


OoOg Ani wes 


Associated Peli 


IRE TORIES 
the practice the several Associated 
nd Let alvertising ratter in direotories. 
t ° rev se Troe aivertising as @ possible 
tate rofit tan been appreciated and ex- 
e:tsent fer & ling catterse in connection 
ten cr section which is primarily employed 


nave emplcyed advertising agencies to 


sm @ecme inetances the advertising agency 


handles a pa:rt of the territory or 


eter: ines for itself the canner in which 
eral, it my te said that the results ottained 

what coclination they have been used. 
Sved. 


inclusive, total revenue received from direc- 


scese of $12,000,COO,. Table VIII. on the fol- 


to Directory 


Syetem Compan.es for the eleven-year peri- 


nt 27 16 derived 


from advertising. This ac- 


the sale of directories. No attempt has been 


at 


revenue from sale of directories is 


division is hardly earranted. 
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TAN: VI}2 
ADVEHTIGING REVESUES AND NED F043 UF AWOCIATED 
bELi TeLEPHONL COLréNtis TELL P!NCNE DIRECTORIES® 


Revenue 


Year Revenue __Sspense Over Expense 


1925 $ 10.~'6.CCO $ i0.766,.40 $ -510,000 
19°26 12.099 ,000 1? 7h? OGG -649 .000 
1927 14,626,000 15.413,000 -717,000 
1526 16,586 ,scK 26.732 UU 174.000 
1929 19,207.00 bt eae LOO «Ch ,000 
1530 20 .672,.COC 20,..*.000 49 ,000 
i971 20.499 UK 8,050,000” 1,641,000 
li9gx 17.92. .000 a © 0h 9 00 «© «477,000 
1933 14.941 .COU 1,@4 7,00 2,098 ,000 
1934 1§.197.% ivee 71,000 2.966 ,000 
1975 16,748,000 _ 13,046,009 2,692,000 
Total $1 9123,000 fitt 2, 00u > 593,000 
® Averican Telephone arnt Telegraph 
Company 


During the period, 1°25 to 1970, inclusive, the gain in directory revenue 
was offset by increases in expenses, so tnat for this period expenses were greater than 
revenue by $1,477,000. During the period, 1971 to 1935, inclusive, directory revenues 
decreased, but there was an even greater decrease in expenses, so that revenues exceed- 
ed expenses by 314,070,000. 

The decrease in revenues for t:e second period may be attributed largely to 
general business conditions. The decrease in expenses may be attributed largely to 
the effect of decrease in nucber of subscribers on directory expense. As the nusber 
of subscribers decreased, there was a consequent decrease in the number of directories 
necessary to serve the public, and a consejuent decrease in the number of pages or 
size of the several directories publisiei. Fotnm circulation and sise decreased, with 
resultant lower costs for manufacture, ilutribution, compiletion, eto. 


Another factor which tended to further decrease expenses resulted free lack 
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of gains in ni..ber of subscriters. “wsainn tn eibscribers -«r changes in listings vi- 
telly affect service life of directories. ecnuse of this, tne life period of the 
directory was extended. The interval tn montis letween periods of issue increased. 


This condition also operated to reduce expenses. in that fewer issues were required. 
Of this ‘attractive ancillary phuse of the telepnone business® H. H. Shearer, 
Directory Engineer of the Agerican Company. said at the 1971 General Commercial Confer- 


ence of the Bell System: 


Directory advertising is consequently an attractive ancillary phase of the 
telephone business because of its cuaracteristics involving no fixed invest- 
ment, of offering a substantiel net ;rofit and of teing a business where the 
volume of gross sales wade and of current expenses incurred directly control 
the amount of net profit. Under these conditions there seems to be every 
reason why we should operate this pro‘ect within the objectives of securing 
all the profitable revenues wiiich the market for this service provides, with 
only the limiting factor that volume anid type of advertising gust not be per- 
mitted to interfere with the fundamental teles:.one cervice purposes of the 
directory. 


Mr. Shearer further stated at the Corference, speaxing of the relationship of profit to 
gross revenues received from advertising. for the year 1930, based on System performance, 
less New York City. Illinois Bell Telephone Company, and The Cincinnati and Suburban Bell 


Telephone Company: 


In considering the advertising sold in the Hell System directories, we are 
talking about one of our products fcr which the putlic is now spending about 

$24 .000 ,000 annually. This is a sizeable anoint of money. Por example, it 
represents the gross annual revenue of such well-known companies as the Chicago 
Great Western Railroad, the Seech “ut Packing Company and A. G. Spaulding and 
Brothers. With respect to director, aivertising sales, however, it is neces- 
sary to keep in mind that approximately; salf of the grose revenue is clear prof- 
it to the Telephone Companics afte: paving all the selling. ganufacturing. bill- 
ing. collecting and general overivsn costs which are incurred because of includ- 
ing edvertising in the directories. but not, of cource, those non-acvertising 
costs which are inourred in furnishing the directory information which sust be 
provided as a part of our telephone service. 


The relationship of profit from ewivertising revenue to profit derived from op- 
erating telephone companies and the size of plant which would be necessary to earn a sini- 


lar profit wae discussed by Mr. Shearer. Of these, he said: 





oe. 


ell 


simi- 
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This profit of approximately $12,004... for directory advertising is 
almost equal to the net earnings which wo.l! be obtained from a telephone 
property serving one million stations. Such a telephone property would 
represent a plant investment of about $<.*,000,000, with gross anmal rev- 
enues of $66,000,000. The directory advertising project differs, however, 
from such a telephone property in this very significant aspect. namely, 
there is practically no fixed investment involved, and the cost of running 
the advertising business is almost entirely current wages and printing 
bille. 

Whether the profit from aivertising revemes for 1930, which amounted to 3 
per cent of the revenues, has been propertionately greater since that time cannot be 
stated. It should be observed that since thet year expenses have dropped more rapidly 
than have advertising revenues and the returr to the System of revenues over expenses 
has sultiplied many times over the 1930 snowing. 

That the percentage of profit has not decreased below “© per cent of the rev- 
emes is further indicated by data submitted by the American Company showing revenues 
and expenses in connection with Trade Mark advertising for the System for the period. 
1926 to 1935, inclusive. 

In these data, the relationship of profit to revenue received has been esti- 
mated at 5O per cent of revenues for such Trade Mark Advertising as has been sold by 
the Associated Companies. In connection with profits derived from these revenues, the 
American Company stated: 

National and Local Sales by Associated Companies. (The cost of selling, 

compilation. printing. etc., is estimated at 50° of the revenue. * * * sell- 
img local advertising, which is the predominant part of associated Company 
sales, is less costly than selling national advertising.) 

It :s evident that, in the opinion of the American Company, SO per cent of 
all advertising revenues received by Associated Companies from directory advertising 
since 1926 has been net profit. 

If thie percentage of profit on advertising were applied to directory rev- 


enues for the period, 192° to 197*, inclusive, it would appear that during this period, 


the Bell System has received profits of approximately $90,000,000 on ites advertising 
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activities alone, not considering directory expense unrelated to directory advertising. 


As has been statei, these profits are ‘erivei from an “ancillary phase® of 
the telephone business. In geceral, there has #n n> compiseion regulation over this 
advertising business. Rates for advertising spr:a have been fixed by the Companies. 
In general, rates have been based on circulatiun and valve of tne directory as an ad- 
vertising medium. Within the last several -vars, effurt. have been cade by the Systesa 


to standardize or icpose nearly uniform rates for comparable directories published by 


the Systea. 


Advertising on National Basis 


An important consideration which has tended to sore uniformity of price has 
been the handling of national aivertising on a S)stez basis. Thies national advertising 
eervice, or Trade Mark a‘vertising., consists of associating the Trade Mark of the prod- 
uct with the name or listing of the local dealer or azent. This service was developed 
in 1924. Until 1926, each Associated Company handled sales of Trade Mark advertising 
within ite own territory. At the 1927 Conference of Gereral Commercial Managers of 
the Bell System, the desirability of permitting aivertisers to purchase advertising in 
any direotory published by the System, throigh one general contract, was discussed. 

On November 7, 1927. Vice President ©. Gherardi, of the American Company, 
sent letters to all Operating Vice Fresidents of the Associated Companies in which he 
stated that it was the consensus of opinion 1° the Conference that the most desirable 
plan to place Trade Mark Advertising on « System basis would be to have each Associate 
Company, within its territory, act as agent for all other Associated Companies for the 
sale of Trade Mark headings and associated ligtings. This plan was generally agreed to. 

It was agreed that the ayvent or selling company stould receive a comaission of 
25 per cent of the revenue received from aivertising sold for other System companies. 

On May 4. 1925, a few months after the plan was put in operation, Vice Presi- 


dent B. Gherardi, of the American Company. wrote all Presidents of Associated Companies: 
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Experience indicates the need fo: «a centralized organisation to ana- 
lyse wparkets. develop sales plans ani aivertising programs, to carry on 


promotion activities with national naive ‘ising associations and agencies 
to sell space to mational advertiser: ‘n the directories of the Systes, 
and to cooperate mith the Associate! -oupanies in the handling of sales 


activities. 


It was croposed to forma group for these purposes in the Commercial Divi- 
sion. Operation and Engineering Lepartment o; the American Company, this group te de- 
vote its efforts exclusively to this work. 

Vice President Gherardi specifically pointed out that the work which the 
American Company proposed to do 

lies without the scope of the service which we have undertaken to perform 
for the Associated Companies in connection witn the license and service 
contract. 

However, until such time as experience proved the value of the service, no 
charge would be made to the Associated Companies. The matter of suitable compensation 
to the American Company would be determined later. The Associated Companies agreed to 
the plan. 

The American Company thus became the agent of all of the Associated Companies 
to solicit Trade Mark advertising. Under the previous arrangement, each of the Assooi- 
ated Companies enjoyed exclusive selling rights for Trade Mark advertising within ite 
own territory. Under the new plan, the American Company was given virtually the entire 


area of the System in ich to engage in selling operations. 


Cos Cc iesion on Director 





This arrangement continued until January 1931. On November 21, 1930, Vice 
President Gherardi wrote the Presidents of the Associated Companies suggesting suitable 
arrangements to compensate the American Company for its services. It was suggested 
that each Associated Company pay a 25 per cent commission on the amount received froa 


Trade Mark advertising sold and/or serviced by the American Company, the commission to 
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be deducted by the American Company from receipts from centralized billings. The plan, 
if acceptable, to become effective January 1, 1931. This proposal was accepted by all 
of the Associated Companies. 

No change in the compensation arrangement was sade until January 1934. On 
November 14, 1973. Vice President Gherardi wrote a letter to all Presidents of Associ- 
ated Companies in which he reviewed the accomplishments of the past few years, and pro- 
posed @ modification of the compensation agreement between the Associated Companies and 
the American Company. This proposed plan provided that the Associated Companies should 
continue to pay to the American Company the 25 per cent commission on advertising rev- 
enues sold and/or serviced by it and in addition. to assume the future cost of the 
national advertising program which had been conducted by the American Company. The ex- 
pense to the Associated Companies for this advertising not to exceed $120,000 in any one 
calendar year without their specific approval. 

The share which each company should pay of the total advertising expense to 
be in the proportion which each company's gross billed revenue from olassified advertis- 
ing bore to the total for all Associated Companies. This proposal was accepted by the 
Associated Companies. 

No further change has been made with respect to compensation or to relation- 
ship of American Company to Associated Companies since this agreement was made. 

The relationship between Associated Companies with respect to selling Trade 
Mark advertising and the compensation to be paid has not changed since acceptance of 


the original agreement entered into in 1927 and 1928. 


Rev t k Advertisi 

Although the volume of revenues from Trade Mark eivertising has been but « 
small portion of the whole, there has been an increase each year since it was inaugu- 
rated. In 1935, revenues from this advertising reached $1,243,000 for the Systen. 


Table IZ, on the following page, furnished by the American Company. shows 
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results obtained from Trade Mark advertising during the period, 1930 to 1935. inclusive. 


TASLE IX 


DIVISION OF REVENUES AND ccAFENSsc OF TRADE MARK ADVERTISING 
BETWEEN ASSOCIATED RELL THLEPHONE CUMPANISS aND AMERICAN 
TELEPHONE AND TELEGR+PH COMPANY. 1930-1935, INCLUSIVE® 


Agsocigted Companies 1920 1931 1932 1933 1934 1935 
(000 omitted) 
Revenues from 
1. American Company 











Sales $102 $172 $196 $245 $302 $373 
*2. Associated Company 
Sales 418 419 446 470 _618 870 
Total S21 ©92 642 715 920 1,243 
Expenses for 
*1. American Company 
Sales 35 102 116 1hs 178 220 
*2. Associated Company 
Sales 209 210 223 235 309 435 
3. Advertising e S . S$ Lis 22: 
Total 2h4 _ 312 339 372 601 72 
Profit $2772 $280 $303 $33% $319 $4n 
American Company 
Revenues from 
1. Commissions - 4? 49 61 75 93 
Expenses for 
1. Selling, Servicing. 
Billing 19° 19. 174 162 160 173 
2. Advertising 2 103 120 104 - : 
Total 297 294 29h 266 160 173 
Loss $297 $25, $285 $205 $85 $80 


® Note: Associated Company Sales and Expenses to 
Associated Companies, with the exception 
of advertising expense, have been esti- 
mated by the American Company. 


26086 O—58—pt. 2, vol. 2 66 
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For the period 19% to 1973, inciusive, tie associated Companies derived 
profite from total Trade Mark advertising revenues of approximately 50 per cent. for 
the two years, 19% and 1935, this percentage of profit dropped to 34 per cent and 36 
per cent, respectively. This decrease in percentage of profit resulted from transfer- 
ring the cost of national advertising program from the American Company to the associ- 
ated Companies. 

Though the profit derived from this advertising has been little when oon- 
sidered in connection with expenses both to the american Company and the Associated 
Companies, the percentage of profit to total revenue has increased very rapidly since 
1931. Im that year, the percentage of profit was but 5 per cent of the total revenues. 
Sinoe that time this percentage has been 9 per cent for 1932, 18 per cent for 1933, 25 
per cent for 1934 and 31 per cent for 19°75. It is evident that the percentage of profit 
from this business is increasing and probably will in time yield profits proportionately 
as great or greater than the business had from local advertisers. 

The oost of inaugurating Trade Mark advertising on a System basis has been 
tremendous. A large part of this has been borne by the American Company. 

For the period.1928 to 1935, inclusive, it coset the American Company 
$1,209,000 to sell, service and bill gross revenues of $1,403,000, or 86 per cent of 
the tetal. For selling, servicing and billing these revenues, the American Company 
has received from the Associated Companies commissions amounting to $321.000. The re- 
sult is, the American Company hes lost $888,000 on thie business. This does not in- 
clude advertising expense. 

The losses sustained by this Corpany have been reduced from year to year and 
it ie fair to assume that under existing contractual relationship with the Associated 
Companies and continued development of this field losses should soon cease and a profit 
be realized. 

This assumption is based upon tne following considerations: 


(1) The cost of the advertising campaiyn has been shifted to the Associated 
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Companies with the result that the »merican Company will enjoy benefits from these 
promotional activities without future costs. 

(2) The cost to the American Company for selling, servicing and billing bas 
been dropping since 1930, percentages of these costs to total sales by American Com- 
pany for this period having been 159 per cent for 1930, 110 per cent for 1931, 88 per 
cent for 1932, 66 per cent for 1973. 53 per cent for 193 and 46 per cent for 1935. 

(3) The American Company sells approximately 30 per cent of all Trade Mark 
advertising sold by the System and the total volume has been increasing rapidly so that 
greater volume of sales should be had. 

(&) The remuneration rate or the commission paid by the Associated Companies 
appears to be sufficiently high to insure a profit. 

On the business secured by the American Company for the Associated Companies 
the Companies have actually paid a commission of 23 per cent of total revenues received 
for the period 1929 to date, despite the fact that no commissions were charged for busi- 
ness eecured during the years 1929 and 1970. 

If benefits from promotional advertising now paid for by the Associated Com 
panies accrued only to national advertising. it would tend to increase the commission 
rate paid to the American Company beyond 25 per cent, since the American Company enjoys 
30 per cent of the benefits of such promotional activities without expense. Since the 
American Company did not pay its proportionate share for the years 193% and 1935, the 


Commission rate paid by the Companies on business secured by American Company is raised 





to 32 per cent and 34 per cent, respectively, for these two years. 

At present, the following Associated Companies handle advertising sales 
through their own organisation: The Southern New England Telephone Company. Indiana 
Bell Telephone Company, Wisconsin Telephone Company. Northwestern Bell Telephone Company, 
The Mountain States Telephone and Telegraph Company. Pacific Telephone and Telegraph Coa- 
pany, and Chesapeake and Potomac Companies, except West Virginia Company. 


In the following Companies, advertising sales are handled partly by the Company 
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and partly by outside agents: New Englan: Telephone and Telegraph Company, New Jersey 
Bell Telephone Company, Hell Telephone Company of Pennsylvania, Southern Bell Telephone 
and Telegraph Company. Onio Bell Telephone Company and Southwestern Bell Telephone and 
Telegraph Company. 

The Cincinnati and Suburban Bell Telephone Company, New York Telephone Com- 
pany. Chesapeake and Potomac Company of West Virginia. Illinois Bell Telephone Company 
and the Michigan Bell Telephone Company handle advertising sales exclusively through 


agents. 





CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3419 


TELEPHONE DIRECTORIES 


1. Question: What were the gross directory revenues of the Bell operating 
companies for each year since 1950? 
Answer: Gross directory revenues of the Bell operating companies (American 
Telephone and Telegraph Company and its principal telephone subsidiaries) 


were: 


1950 = $125,707,000 
1951 = $138, 362,000 
1952 - $159,931,000 
1953 = $189,968 , 000 


1954 - $215,054,000 
1955 - $234,675,000 
1956 = $264,104 ,000 


2. Question: What were the principal sources of such revenues? 
(a) Advertising space? 
(b) Other sources? 
Answer : Principal sources of directory revenues during 1956 were: 
(a) Advertising space - 98%. 
(b) Other sources, principally furnishing street 
address and "foreign" directories - 2%. 


3. Question: Please furnish a breakdowm of directory expense, gross profit and 
net profit for each year since 1950? 





Answer: Directory expenses as determinable from the Companies' records 
include only the cost of compiling, printing (including paper), dis- 
tributing and soliciting advertising. They do not include such expenses 
as billing and collecting, social security taxes, relief and pensions, 
general overhead, and Federal, state and local taxes. Accordingly, ac- 
tual gross and net profit figures are not determinable. However, shown 
below are directory expenses as shown in the accounts, net directory 
revenues (determined by subtracting these expenses from the revenues shown 
in the answer to Question 1 above) and net directory revenues determined 
after applying the Federal income tax rate to net directory revenues: 

Net Directory 


Directory Net Directory Revenues after 
Expenses _ —Revenues _. § Federal Income Taxes 

1950 $ 75,119,000 $ 50,588,000 $24, 282,000 

1951 78,550,000 59,812,000 28 , 710,000 

1952 90,149,000 69,782,000 33 ,495 ,000 

1953 104,127,000 85,841 ,000 41,204,000 

1954 118,118,000 96,936, 000 46,529,000 

1955 125,997,000 108,678,000 52,165,000 

1956 139,832,000 124,272,000 59,651,000 
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4. Question: Excluding expenses not related to directory advertising, what was 


the over-all percentage of profit to the Bell System derived from directory 
advertising for each year since 1950? 


Answer: This information is not available for the same reason as is stated 


above in the answer to Question 3. However, if only the amounts of directory 
expenses which relate to classified directories and sections of directories 
(including the costs of compiling, printing (including paper), distributing, 
and soliciting advertising) are deducted from the amounts of directory ad- 
vertising revenues, the percentages of revenues remaining efter application 


of Federal income taxes were: 


1950 - 30% 1954 = 31% 
1951 - 31% 1955 - 31% 
1952 - DS 1956 - 31% 
1953 - 31% 


If actual expenses including overhead could be determined, the resulting 


percentageswould, of course, be lower. 


5. Question: Does Western Electric still act as the principal purchaser for 


all telephone directory supplies utilized by the operating companies? 


Answer : Western purchases and furnishes directory printers with the paper 


used for telephone directories in those cases where Western makes the 
awards of the directory printing contracts, which is the case with respect 
to most Bell System directories. Western does not supply the printers with 
ink, glue, stapling wire, and other supplies ordinarily used in the manu- 
facture of directories. 


6. Question: Does Western Electric award the contracts for producing the 


directories? 
If so, are these awards made on a competitive basis? 


Answer : Western negotiates and awards directory printing contracts on be- 





half of the principal telephone subsidiaries of American Telephone and 
Telegraph Company, with the exception of the Dllinois Bell Telephone Com 
pany. For the companies for which it awards contracts, there are a rele- 
tively few small directories where the operating companies make their own 
errangements directly with the printer. 

In most cases Western seeks competitive quotations in the negotia- 
tion of directory printing contracts. 
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7. Question: How does the remuneration received by Western Electric for 
performing directory purchasing and other related services compare 
with the cost to Western for performing such services? 
Answer : For the period 1950 to 1956, inclusive, Western's sales relating 
to the procurement of directories aggregated $253,087,000 compared with 
total costs including Federal income taxes of $250,812,000. 


8. Question: ‘What profits has Western been making on the services so performed 
since 1950? 
Do these include a profit in the billing to the operating compa- 
nies of the cost of the supplies furnished them? 

Answer: For the period 1950 to 1956, inclusive, Western has realized net 
profits of $2,275,000, the difference between the sales and total costs 
stated in answer to Question 7, above. This represents an average margin 
of 0.9% on these sales and includes Western's profit realized on the sup- 
plies (paper) furnished by it. 


9. Question: Have any of the operating companies objected to the rate of 
remuneration received by Western for its directory services? 
Answer : To the best of American's and Western's knowledge there have been 
no objections raised by the telephone companies to the remuneration charged 
by Western going back for many years. 


10. Question: What is the role of AT& in procuring directory advertising for 
the associated companies? 

Answer: The role of AT& in procuring directory advertising for the asso- 
ciated companies is to provide advice and assistance in the sale of 
directory advertising and in the preparation, publication and distribution 
of telephone directories. The AT&T Company does not directly solicit any 
directory advertising. 


ll. Question: What are the financial and other arrangements between AT& and 


the associated companies on this score? 


(a) Does AT& receive financial compensation from the 
associated companies for services performed in 
advertising procurement? 

(b) If so, what rate and how much has AT& received 
for such services in each year since 1950? 
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Answer : AT& does not receive financial compensation from the associated 
companies specifically for services performed in connection with directory 
matters. Such services are part of the over-all services performed by the 
American Company under the provisions of the License Contracts. 


12. Question: What revenues and profits are derived from so-called Trade Mark 
advertising? 
Answer : The revenues and profits derived from so-called Trade Mark adver- 
tising cannot be determined inasmuch as they are not segregated on the 
Companies' books. 
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Several weeks ago the directory people mentianed 
to me that Southern Bell was actively promoting the sale to 
the public of directory covers in colors corresponding to 
those employed for color telephones, and inquired whether 
such activity might be in violation of the Consent Decree. 
I discussed the matter with Messrs. Cohen and Ryan who felt 
that the question was doubtful and that there was at least 
a risk that the activity might be held to be in violation 
of the decree. There was some suggestion also that the act 
of Southern Bell in selling its own directory covers while 
at the same time prohibiting the use with its directories 
of covers supplied by others, might have antitrust impli- 
cations. I so informed Mr. Roland King, who had raised 
the question, pointing out to him also that such promotion 
would probably make it more difficult for Southern Bell to 
enforce its directory cover tariffs. 

Mr. King seemed to feel quite strongly that the 
benefits to be derived from "fringe" activities of this 
kind were insufficient to offset the possibly resulting 
prejudice to the general classified directory position, 
and said that he intended to talk further with Southern 


Bell's directory people about this. 
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I heard nothing more about the matter until day 
before yesterday, when Mr. Frost telephoned Mr. Quisenberry 
regarding the difficulty Southern Bell is having in ob- 
taining further such covers from Western. Following 
Mr. Frost's call, I attempted to reach Mr. Roland King 
to inquire whether anyone in A. T. & T. had discussed 
the matter with Western, but found that he was on vacation, 
Mr. Russell King, head of the Directory Department, in- 
formed me that to the best of his knowledge no one here 
had spoken to Western. He said that his information was 
to the effect that Southern Bell had been placing orders 
for covers in fairly substantial quantities, one order being 
for as many as 700, and that the local Western Electric 
purchasing agent, because of the volume of the purchases, 
had suggested that Western should seek bids for the supply of the 
folders from a number of local dealers, rather than obtain 
the covers from a single source as was being done. Before 
taking this step, however, he had inquired as to the 
future of this activity, and in doing so may have indicated 
some doubt as to whether Southern Bell would continue in 
the field. 

I also talked with Mr. Noble Armstrong, Distribu~ 
tion Manager of Western Electric, who informed me that 
Southern Bell's proposal to distribute directory covers was 
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first brought to Western's attention early this year, and 

that as a result a contract was negotiated with Western 

with a local supplier sometime in May. The local distributing 
house manager has no knowledge of any refusal to sell such 
covers to Southern Bell. 

Both Mr. King and Mr. Armstrong informed me that 
the covers in question are the same as those which Western 
supplies to the Associated Companies for use at pay station 
phones, except for the variety of colors in which the 
folders are made up for Southern Bell. Neither of them 
knows of any other Associated Company which is engaged in 
the active promotion and sale of such covers to the public, 
althourh they informed me some of the companies do sell 
the pay station type of cover to subscribers who specifically 


request them. 


W279 [ Sb 


i 
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The CHatkMan. Our next meeting will be on Wednesday, April 30, 
at 10 o’clock, when we shall hear from Bernard Strassburg, Chief, 
Telephone Division, Federal Communications Commission, and Ed- 
ward Crosland, assistant to the president, American ‘Telephone & 
Telegraph Co. 

Unless there is something else to come before the meeting we will 
now stand adjourned until 10 o’clock. 

I want to take this opportunity, and I am sure I speak for the 
gentleman from Ohio, Mr. McCulloch, to state that we are deeply 
appreciative, Mr. Moulton, first of your patience. You have been 
sorely tried, Mr. Cox, also. We appreciate your patience. You, too, 
have been sorely tried. Iam very grateful to you for your cooperation. 

You have shown a cooperative spirit throughout. 

Mr. Movutron. Mr. Chairman, if I may reply, I would like to thank 
the committee for its continued consideration of us and the pleasant 
and sympathetic attention that you have given to the material that 
we have had to offer. 

(Whereupon, at 3:45 p. m., the committee adjourned until 10 a. m., 
Wednesday, April 30, 1958. ) 


x 


